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ETHEL  DUFFY  TURNER  PAPERS 


Draft  of  suggested  convention  between  the  United  States  and  Nica- 
ragua in  substitution  of  the  one  furnished  by  the  Nicaraguan 
legation,  May  26,  1914. 

Preamble. 

The  Government  of  the  United  States  of  America  and  the  Gov- 
ernment of  Nicaragua,  being  animated  by  the  desire  to  strengthen 
their  ancient  and  cordial  friendship  by  the  most  sincere  cooperation 
for  all  purposes  of  their  mutual  advantage  and  interest;  and  the 
Government  of  Nicaragua  being  desirous  to  promote  in  every  way 
the  economic  development  and  prosperity  of  Nicaragua  under  con- 
stitutional government;  and  the  Government  of  the  United  States 
being  in  full  sympathy  with  these  aims  and  desiring  to  lend  to  the 
Government  of  Nicaragua  all  proper  assistance  in  these,  matters; 
and  it  being  the  desire  of  both  Governments  to  reaffirm  the  principle 
of  the  first  paragraph  of  the  protocol  of  December  1,  1900,  and  to 
provide  for  the  possible  future  construction  of  an  interoceanic  ship 
canal  by  way  of  the  San  Juan  River  and  the  Great  Lake  of  Nica- 
ragua, or  by  any  other  route  over  Nicaraguan  territory,  whenever 
the  construction  of  such  canal  shall  be  deemed  by  the  Government 
of  the  United  States  conducive  to  the  interests  of  both  countries, 
and  the  Government  of  Nicaragua  wishing  to  facilitate  in  every  way 
possible  the  successful  maintenance  and  operation  of  the  Panama 
Canal,  the  two  Governments  have  resolved  to  conclude  a  convention 
to  these  ends,  and  have  accordingly  appointed  as  their  plenipoten- 
tiaries,   ,  who  having  exhibited  to  each  other  their  respective 

full  powers,  found  to  be  in  good  and  due  form,  have  agreed  upon 
and  concluded  the  following  articles: 

Article  I. 

The  Gov^ernment  of  Nicaragua  grants  in  perpetuity  to  the  Govern- 
ment of  the  United  States  the  exclusive  proprietary  rights  necessary 
and  convenient  for  the  construction,  operation,  and  maintenance  of 
an  interoceanic  canal  by  way  of  the  San  Juan  River  and  the  Great 
Lake  of  Nicaragua  or  by  way  of  any  other  route  over  Nicaraguan 
territory,  the  details  of  the  terms  upon  which  such  canal  shall  be  con- 
structed, operated,  and  maintained  to  be  agreed  to  by  the  two  Gov- 
ernments whenever  the  Government  of  the  United  States  shall  notify 
the  Government  of  Nicaragua  of  its  desire  or  intention  to  construct 
such  canal. 

Article  IL 

To  enable  the  Government  of  the  United  States  to  protect  the 
Panama  Canal  and  the  canal  and  proprietary  rights  granted  to  the 
Government  of  the  United  States  by  the  forgoing  article,  and  also  to 
enable  the  Government  of  the  United  States  to  take  any  measure 
necessary  to  the  ends  contemplated  herein,  the  Government  of 
Nicaragua  hereby  leases  for  a  term  of  ninety-nine  (99)  years  to  the 

3 


4  CONVENTION    BETWEEN    UNITED    STATES    AND    NICARAGUA. 

Government  of  the  United  States  the  islands  in  the  Caribbean  Sea 
known  as  Great  Corn  Island  and  Little  Corn  Island;  and  the  Govern- 
ment of  Nicaragua  further  grants  to  the  Government  of  the  United 
States  for  a  like  term  of  ninety-nine  (99)  years  the  right  to  establish, 
operate,  and  maintain  a  naval  base  at  such  place  on  the  Gulf  of  Fon- 
seca  as  the  Government  of  the  United  States  may  select.  The  Gov- 
ernment of  the  United  States  shall  have  the  option  of  renewing  for  a 
further  term  of  ninety-nine  (99)  years  the  above  leases  and  grant  upon 
the  expiration  of  their  respective  terms.  It  being  expressly  agreed 
that  the  territory  hereby  leased  and  the  naval  base  which  may  be 
maintained  under  the  grant  aforesaid  shall  be  subject  exclusively  to 
the  laws  and  sovereign  authority  of  the  United  States  during  the 
terms  of  such  lease  and  grant  and  of  any  renewal  or  renewals  thereof. 

Article  III. 

The  Government  of  Nicaragua  hereby  grants  to  the  Government 
of  the  United  States  in  perpetuity  the  rights  of  ships  of  the  merchant 
marine  of  the  United  States  to  engage  in  coastwise  trade  in  Nica- 
ragua, with  a  right  to  discharge  or  load  in  part  or  in  whole  at  all 
Nicaraguan  ports  while  engaged  in  any  voyage  on  terms  identical 
with  those  which  may  be  imposed  from  time  to  time  on  Nicaraguan 
citizens  or  vessels. 

Article  IV. 

Tne  Government  of  Nicaragua  shall  never,  without  the  consent  of 
the  United  States,  enter  into  any  treaty  or  other  compact  with  any 
other  foreign  power  or  powers  which  will  impair  or  tend  to  impair 
the  independence  of  Nicaragua  or  the  rights  hereby  granted  to  the 
United  States,  nor  in  any  manner  authorize  or  permit  any  foreign 
foreign  power  or  powers  to  obtain  by  colonization  or  for  military  or 
naval  purposes,  or  for  any  purpose  whatsoever,  lodgment  in  or 
control  over  any  portion  of  the  territory  of  the  Republic  of  Nicaragua 
or  any  control  over  its  government. 

Article  V. 

The  Government  of  Nicaragua  shall  not  contract  or  assume  any 
public  debt  to  pay  the  interest  upon  which  and  to  make  provision 
for  a  reasonable  sinking  fund  for  the  ultimate  discharge  of  which  the 
ordinary  revenues  of  the  Republic  of  Nicaragua,  after  defraying  the 
current  expenses  of  government,  shall  be  inadequate. 

Article  VI. 

The  Government  of  Nicaragua  consents  that  the  United  States 
may  exercise  the  right  to  intervene  for  the  preservation  of  Nicaraguan 
independence,  the  maintenance  of  a  constitutional  Government  ade- 
q^uate  to  protect  the  life,  property,  and  individual  hberty,  and  the  free 
right  of  suffrage,  and  for  the  discharge  of  any  obligations  which  it  may 
contract  or  assume,  or  which  may  be  imposed  upon  it  by  international 
law  and  usage. 
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Article  VII. 

In  consideration  of  the  foregoing  stipulations  and  for  the  purposes 
contemplated  by  this  convention,  and  for  the  purposes  of  reducing 
the  present  indebtedness  of  Nicaragua,  the  Government  of  the  United 
States  shall,  upon  the  date  of  the  exchange  of  ratifications  of  this 
convention,  pay  for  the  benefit  of  the  Republic  of  Nicaragua  the  sum 
of  three  million  dollars  ($3,000,000)  United  States  gold  coin  of  the 
present  weight  and  fineness,  to  be  deposited  to  the  order  of  the  Minis- 
ter of  Finance  of  Nicaragua  in  such  bank  or  banks  or  with  such  bank- 
ing corporation  as  the  Government  of  the  United  States  may  deter- 
mine. 

Article  VIII. 

This  convention  shall  be  ratified  by  the  high  contracting  parties 
according  to  their  respective  laws,  and  the  ratifications  thereof  shall 
be  exchanged  at  Washington  as  soon  as  possible. 

In  faith  whereof,  we,  the  respective  plenipotentiaries,  have  hereunto 
affixed  our  hands  and  seals. 


Telegram  sent  by  the  President  of  Nicaragua  to  the  President  of  the 

United  States. 

The  effect  of  the  Piatt  amendment  on  Cuba  has  been  eo  satisfac- 
tory that,  since  your  Government  is  considering  a  canal  convention 
with  Nicaragua,  I  respectfully  request  that  said  convention  be  made 
to  embody  the  substance  of  the  Piatt  amendment,  so  that  my  country- 
men may  see  Nicaragua's  credit  improved,  her  natural  resources 
developed,  and  peace  assured  throughout  the  land.  I  believe  that 
revolutions  will  cease  if  your  Government  can  see  its  way  clear  to 
grant  the  addition  of  the  amendment  as  requested. 


Eeply  of  the  President  of  the  United  States  to  the  above  telegram  from 
the  President  of  Nicaragua. 

I  am  in  receipt  of  your  telegram  and  thank  you  for  the  same.  We 
have  endeavored  to  prove  in  every  possible  way  our  disinterested 
friendship  for  the  Republics  of  Latin  America,  and  I  am  gratified  to 
learn  that  the  policy  of  this  Government  toward  Cuba  has  so  favor- 
ably impressed  you.  Having  the  assurance  that  these  provisions  of 
the  proposed  treaty  embodying  the  substance  of  what  is  known  as 
the  Piatt  amendment  have  been  written  at  your  request,  and  that, 
in  your  judgment,  they  will  prove  helpful  to  your  country,  it  will 
afford  me  great  pleasure  to  give  to  the  treaty  my  cordial  approval. 
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[Second  indorsement.] 

G.  B.  No.  414-3.  January  27,  1914. 

From:  President  General  Boa^d. 

To:  Secretary  of  the  Navy. 

Subject:  Eight  to  use  Fonseca  Bay  and  Corn  Islands  as  naval  sta- 
tions. 
Returned. 

2.  The  Gulf  of  Fonseca  is  736  miles  from  Panama.  From  Panama 
to  San/Di^fjcr^e  United  States  has  no  place  under  its  jurisdiction 
excem  FichiUnqui  Ba^,  Lower  CaUfornia,  which  is  a  considerable  dis- 
tanceVpff  the  routej^yMoreover,  the  facilities  there  are  very  limited. 
The  fonewing'-dTstances  have  been  furnished  by  the  Hydrographic 
Office: 

Sea 

From  Panama  direct  to —  miles. 

San  Diego 2,  643 

San  Francisco 3,  243 

Honolulu 4,  685 

From  Gulf  of  Fonseca  to — 

Panama 736 

San  Diego 2, 185 

San  Francisco 2,  587 

Honolulu 4,035 

Corinto 62 

From  these  tables  it  is  seen  that  the  distances  from  Panama  to 
San  Diego,  San  Francisco,  and  Honolulu  via  Fonseca  are,  respec- 
tively, greater  than  the  direct  distances  by  78,  78,  and  86  miles. 

3.  These  increases  are  quite  immaterial  when  compared  with  the 
great  shortening  of  the  total  distance  to  be  steamed  in  one  leg  by 
having  a  place  at  Fonseca  where  ships  can  refuel  in  quiet  water  that 
is  under  United  States  jurisdiction.  This  is  of  no  especial  advan-X 
tage  in  time  of  peace,  but  it  would  be  a  great  advantage  in  time  ofj 
war.  The  straight  run  from  Panama  to  San  Diego  is  greater  than 
the  steaming  radius  of  some  destroyers  and  unsafely  near  that  of 
nearly  all,  while  2,185  miles,  the  distance  from  Fonseca  to  San 
Diego,  can  be  counted  on  for  practically  all  of  them.  A  similar 
advantage  would  result  for  the  armored  cruisers,  whose  steaming 
radius  is  uncomfortably  close  to  the  direct  distance  from  Panama 
to  Honolulu,  but  is  well  above  that  from  Fonseca  to  Honolulu. 

4.  It  thus  appears  that  it  would  be  a  real  advantage  to  the  United 
States  in  time  of  war  to  have  a  safe  and  quiet  harbor  at  Fonseca,  the 
use  of  which  would  obviate  any  awkward  questions  of  violating  the 
neutrality  of  a  Central  American  State,  on  the  one  hand,  or,  on  the 
other,  of  fueling  outside  the  limit  of  jurisdiction,  which  is  now  3  miles, 
but  with  a  considerable  body  of  opmion  among  international  jurists 
looking  to  the  extension,  even  up  to  10  miles. 

5.  The  attendant  disadvantage  is  that  the  enemy  of  the  United 
States  could  in  war  seize  such  a  place  without  itself  violating  neu- 
trality. This,  wliile  admittedly  true,  is  not  in  itself  a  deterrent  in 
consideration  of  the  fact  that  our  enemies  must  come  a  long  distance 
over  seas  and  pass  our  own  fortified  positions  from  any  direction  to 
get  to  Fonseca. 

6.  At  a  number  of  times  in  the  past  the  General  Board  has  advised 
the  department  that  no  strategic  necessity  existed  for  a  coaling  station 
at  Fonseca;  and  to  this  opinion  it  adheres,  using  the  words  ''coaling 
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stations"  to  mean  an  establishment  having  a  considerable  supply  of 
fuel  store  there  on  shore.  The  trend  of  opinion,  since  the  world  cruise 
of  our  battleships,  is  against  any  further  extension  of  coaUng  (fuel) 
stations  at  undefended  outlying  places  and  in  favor  of  a  reliance  upon 
fuel  ships  that  can  accompany  or  meet  the  fleet.  In  this  more  modern 
sense,  however,  a  quiet  place,  under  our  own  jurisidcition,  where  re- 
fueling can  be  carried  on,  is  a  necessity  if  refueling  is  to  be  possible  at 
any  and  all  times.  The  name,  whether  coaling  (fuel)  station  or  some 
other,  is  not  important  if  the  clear  right  to  use  the  harbor  in  time 
of  war  is  conveyed.  For  reasons  given  in  the  preceding  paragraphs 
the  right  to  use  the  Gulf  of  Fonseca,  given  by  foraier  treaty,  would 
be  very  advantageous  to  the  United  States.  ^       . 

7.  A  similar  right  to  use  the  Corn  Islands,  in  the  Caribbean,  would 
be  useful,  but  not  to  the  same  extent  as  in  the  Gulf  of  Fonseca.  These 
islands  are  to  one  side  of  direct  routes  to  the  Panama  Canal  frona  the 
Atlantic  and  are,  indeed,  off  the  usual  route  from  Yucatan  Strait  to 
the  canal.  They  are,  however,  close  to  the  inside  route,  that  runs 
close  along  the  east  coast  of  Honduras  and  Nicaragua  south  from 
Cape  Gracios  a  Dios.  They  are  about  45  miles  immediately  off  Blue- 
fields  and  about  85  miles  to  the  northward  and  eastward  from  Grey- 
town,  at  the  mouth  of  the  San  Juan  River.  There  is  no  harbor  on  either 
island  worth  the  name,  but  ships  can  coal,  and  have  coaled,  in  their 
lee.  They  are  the  nearest  islands  to  the  continental  coast  in  their 
vicinity.  The  right  to  use  the  Corn  Islands  is  of  considerable  prac- 
tical value  to  the  United  States,  and  the  General  Board  believes  it 
advisable  to  have  that  right,  as  suggested  by  the  aid  for  operations. 

George  Dewey. 


Department  of  Commerce, 

Office  of  the  Secretary, 

Washington,  June  16,  1914. 

My  Dear  Mr.  Secretary:  The  right  granted  under  article  2  of 
the  Nicaraguan  treaty  that  ''the  United  States  shall  have  the  right 
to  establish,  operate,  and  maintain  for  a  like  term  of  99  years  a  naval 
base"  at  such  time  and  at  such  place  on  the  Gulf  of  Fonseca  as  it  may 
designate,  carries  with  it  important  incidental  commercial  advantages. 
It  necessarily  involves  providing  lights,  buoys,  and  other  aids  to 
navigation  and  the  marking  of  these  upon  the  regular  commercial 
charts.  Such  charts  now  show  almost  an  entire  absence  of  aids  to 
navigation.  This  change  would  immediately  make  the  roadstead 
available  for  commercial  use  to  a  degree  far  greater  than  at  present. 
The  depth  of  water  within  the  Nicaraguan  portion  of  the  Gulf  of 
Fonseca  is  ample  for  large  commercial  vessels.  To  these  advantages 
would  be  added  that  of  obtaining  a  fuel  supply.  There  would  thus 
be  three  favorable  conditions — fuel,  shelter  in  deep  water,  and  aids 
to  navigation.  From  these  would  arise  naturally  the  development,, 
as  time  went  on,  of  the  other  commercial  opportunities  of  the  gulf. 
These  are  provided  in  the  stream  called  Estere  Real,  entering  the 
Gulf  of  Fonseca  through  Nicaraguan  territory  from  the  south,  which 
has  been  navigated  for  30  miles  by  vessels  drawing  10  feet  of  water. 

There  are  also  in  the  territory  of  Honduras  and  Salvador  bordering 
on  the  Gulf  of  Fonseca  three  other  inlets  which  are  navigable,  on  one 
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of  which  in  Salvador  is  located  the  port  of  La  Union,  with  a  popula- 
tion of  about  2,000,  nearly  related  to  the  city  of  San  Miguel.  From 
this  point  a  railway  runs  to  the  city  of  Salvador.  In  the  territory  of 
Honduras  on  the  Gulf  of  Fonseca  is  the  port  of  Anapala,  with  a 
population  of  about  2,000. 

By  obtaining  a  foothold,  therefore,  in  the  Gulf  of  Fonseca,  direct 
access  is  had  to  the  territory  of  three  Republics  having  valuable 
natural  resources  largely  undeveloped.  The  result  can  hardly  fail 
to  be  advantageous  alike  to  the  commerce  of  the  United  States  and 
to  that  of  the  Republics  named. 

A  copy  of  a  chart  of  the  Gulf  of  Fonseca  is  attached  hereto. 
Yours,  very  truly, 

William  C.  Redfield, 

Secretary. 
The  Secretary  of  State, 

Washington,  D.  C. 
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Committee  on  Foreign  Relations, 

United  States  Senate, 

Washington,  D.  C. 
The  committee  met  at  10.30  o'clock  a.  m. 

Present:  Senators  Stone  (chairman),  Shively,  Hitchcock,  Williams, 

Pomerene,  Smith  of  Arizona,  Smith  of  Michigan,  McCumber,  and 

Sutherland;  also  Hon.  William  Jennings  Bryan,  Secretary  of  State. 

The  Chairman.  The  committee  will  come  to  order.     Mr.  Douglas, 

you  may  proceed. 

STATEMENT  OF  CHARLES  A.  DOUGLAS,  ESQ.,  ATTORNEY  AT 
LAW,  WASHINGTON,  D.  C,  COUNSEL  FOR  THE  GOVERN- 
MENT OF  NICARAGUA. 

Mr.  Douglas.  Mr.  Chairman  and  gentlemen  of  the  committee,  I 
have  not  reaUy  a  great  deal  to  say  with  reference  to  thisjtreaty.  I 
will  state  that  I  appear  as  counsel  for  the  Government  of  Nicaragua 
and  in  behalf  of  the  proposed  treaty  between  the  United  States  and 
Nicaragua,  and  I  beg  to  state  that  the  negotiations  with  reference  to 
this  pflTJipnl^r  trftatv  have  been  pending  since  the  month  of  May  of 
last  year;  thai  tnis  treaty  proposes  to  take  the  place  of  one  that  had 
theretofore  been  negotiated  during  the  administration  of  President 
Taft,  which  treaty  was  known  as  the  Knox-Castrillo  treaty.  Cas- 
trillo  was  the  minister  of  Nicaragua  to  IheTJnited  States,  and  the 
treaty  we  now  propose,  that  is  now  submitted  to  the  committee,  does 
not  differ  essentially,  except  in  few  particulars,  from  the  one  that  the 
Secretary  of  State  presented  to  the  committee,  I  think,  in  the  month 
of  June  or  July  of  last  year.  It  contains,  as  its  distinctive  features, 
first,  the  grant  of  an  option  to  the  United  States  to  build,  construct, 
and  maintain  the  Nicaragua  Canal  by  way  of  the  San  Juan  River  and 
the  Great  Lake  of  Nicaragua,  or  by  any  other  route  over  Nicaraguan 
territory  which  the  United  States  may  see  proper  to  select.  It  grants 
to  the  United  States  a  lease  for  99  years,  renewable  for  a  like  period 
of  99  years;  the  use  of  the  two  islands  on  the  Atlantic  coast  known 
as  Great  Corn  Island  and  Little  Corn  Island;  it  grants  to  the  United 
States  a  right  to  build  a  naval  base  anywhere  on  the  shore  or  within 
the  Gulf  of  Fonseca  within  the  territory  of  the  Republic  of  Nicaragua, 
which,  of  course,  is  on  the  west  coast  of  the  extreme  northernmost 
limit  of  the  Republic  of  Nicaragua.  It  also  grants  to  the  United 
States,  in  common  with  but  exclusive  of  all  other  nations,  the  right 
to  the  coastwise  trade  either  through  the  proposed  canal  or  otherwise. 

Secretary  Bryan.  Not  to  the  exclusion.     We  struck  that  out. 
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Mr.  Douglas.  It  may  be  so.  I  have  not  seen  that  last  clause.  I 
first  thought  we  were  going  to  strike  it  out  entirely. 

Senator  Williams.  Tnat  is,  the  use  of  the  so-called  canal  ? 

Mr.  Douglas.  No.     I  will  read  it  to  you.     This  is  the  clause  here: 

The  Government  of  Nicaragua  hereby  grants  to  the  Government  of  the  United 
States  in  perpetuity  the  right  of  snips  of  the  merchant  marint  of  the  United  States 
to  engage  in  coastwise  trade  with  Nicaragua,  with  a  right  to  discharge  or  load  in  part 
or  in  whole  at  all  Nicara^uan  ports  while  engaged  in  any  voyage  on  terms  identical 
with  those  which  may  be  imposed  from  time  to  time  on  Nicaraguan  citizens  or  vessels. 

Senator  Williams.  Tnat  is  a  new  feature,  Mr.  Secretary,  that  was 
not  in  the  other  treaty  ? 

Secretary  Bryan.  It  was  in  the  former  one. 

Senator  Williams.  It  was  in  the  Knox-Castrillo  treaty  ? 

Secretary  Bryan.  But  we  have  taken  out  here,  on  recent  consid- 
eration, a  provision  or  a  sentence  by  which  they  agree  not  to  grant 
this  to  other  countries.  Tne  Republic  would  not  ask  for  anything 
that  they  could  not  grant  to  the  other  countries,  and  this,  if  it  were 
objectionable,  could  be  left  out.  I  think  it  would  be  of  some  advan- 
tage to  our  ships.  The  Government  of  Nicaragua  does  not  insist  on 
that . 

Mr.  Douglas.  Yes;  and  Nicaragua  would  really  prefer  that  to  be 
left  out.  As  a  matter  of  fact  we  found  it  in  the  old  treaty  -  the  Knox- 
Castrillo  treaty  -  and  the  administration  preferred  not  to  strike  it  out 
and  we  left  it  in. 

Now,  up  to  this  time  we  have  a  treaty  that  proposes  to  grant  for 
99  years,  renewable  for  a  like  period,  the  right  to  build  the  canal; 
secondly,  a  lease  for  a  like  period,  with  the  privilege  of  a  like  renewal 
for  99  years,  for  the  two  islands  on  the  east  coast — Little  Corn  and 
Great  Corn  Islands — and  then  the  right  to  build  a  naval  base  in 
Fonseca  Bay.  The  statement  was  made  on  yesterday  by  some 
member  of  the  committee  that  he  had  been  informed  that  f^onseca 
Bay  was  too  shallow  to  be  of  any  practical  use  in  building  a  naval 
base.  I  made  some  inquiry  this  morning  of  both  the  minister  of 
finance  of  Nicaragua  and  the  Nicaraguan  minister  general,  Chaimorro, 
about  that  and  they  showed  me  on  the  map,  which  you  gentlemen 
win  find  by  examination  of  it,  that  the  Gulf  of  Fonseca  is  a  large 
body  of  water  extending  into  and  indenting  the  coasts  of  Salvador  and 
Honduras  and  Nicaragua — Salvador  directly  north  of  Honduras  to 
the  northeast  and  Nicaragua  to  the  south.  It  forms  quite  a  distinct 
and  sharp  bay  on  the  Nicaraguan  coast,  indenting  the  coast  very 
much  like  an  ''S."  I  am  assured  by  those  gentlemen  who  ought  to 
know,  and  who  are  intelligent  and  reliable  men,  that  while  the  waters 
of  the  gulf  or  bay  are  shallow,  as  they  indent  the  coast  of  il  londuras 
and  Salvador,  especially  Salvador,  the  water  is  very  deep  all  through 
and  along  the  territory  of  the  gulf  that  belongs  to  Nicaragua. 

Senator  Williams.  What  is  the  character  of  the  coast — pre- 
cipitous ? 

Mr.  Douglas.  I  do  not  know.    I  do  not  know  that  it  is  especially. 

Secretary  Bryan.  I  think  there  is  one  rather  large  hill  on  the 
Nicaraguan  coast. 

Senator  Pomerene.  May  T  ask  you,  Mr.  Douglas,  if  you  have  the 
report  of  any  engineer  on  the  question  of  the  depth  of  that  water  ? 
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^Ir.  Douglas.  I  do  not  know,  but  I  assume  that  was  done  when 
the  Congress  of  the  United  States  was  so  seriously  contemplating * 

Senator  Pomerene.  The  information  which  was  given  to  me  by 
this  engineer  was  directly  contrary  to  what  you  have  stated  here. 

Mr.  Douglas.  I  know  nothing  about  it  personally. 

Senator  Pomerene.  I  know  nothing  about  it  personally  except  as 
it  was  told  me.  The  statement  was  made  that  it  was  very  deep  on 
the  Honduras  and  Salvador  side,  and  very  shallow  on  the  Nicaraguan 
side. 

Mr.  Douglas.  I  would  imagine,  from  a  most  casual  examination" 
of  the  map,  that  the  presumption  would  be  the  other  way  because 
there  are  little  hilly  inslands — groups  of  islands — all  along  the  coast 
of  Honduras  and  Salvador  while  there  is  no  island  at  all  on  the  coast 
of  Nicaraguar. 

Senator  Hitchcock.  I  would  suggest  that  we  can  get  this  informa- 
tion from  the  Navy  Department. 

Secretary  Bryan.  Yes;  it  can  be  procured.     I  will  furnish  that. 

Mr.  Douglas.  I  myself  do  not  know  anything  about  it.  I  simply 
took  pains  to  ask  Gen.  Chaimorro  this  morning — who  has  been  for  a 
long  time  a  resident  of  Nicaragua.  At  any  rate,  this  is  what  Nica- 
ragua proposes  to  grant  to  the  United  States,  and  for  the  sum  of 
$3,000,000;  that  was  the  sum  fixed  by  the  Taft-Knox  administration, 
and  it  was  in  connection  with  a  number  of  other  considerations  and 
was  part  and  parcel  of  a  scheme  for  the  loan  of  $15,000,000,  all  of 
which  fell  through,  and  I  am  assured  that  the  people  of  Nicaragua 
feel  that  to  grant  this  right  to  these  islands,  and  this  naval  base  on 
the  gulf,  and  the  perpetual  right  to  build  the  canal,  is  worth  very 
much  more  than  $3,000,000.  It  is  practically  the  real  chief  valuable 
asset  of  Nicaragua.  But  nevertheless,  Nicaragua  is  willing  for  this 
treaty  to  be  ratified  and  on  the  basis  of  the  $3,000,000  price,  the  fund 
to  be  used  by  way  of  reduction  of  the  present  indebtedness  of 
Nicaragua. 

I  take  it  that  the  principal  articles  that  I  should  discuss,  or  say 
something  about,  are  articles  4,  5,  and  6.  The  fourth  article  is  short. 
I  will  state  in  this  connection  that  Mr.  Lansing,  the  counsel  of  the 
State  Department,  on  the  instructions  of  Mr,  Bryan,  took  up  with  him 
the  construction  of  this  treaty,  and  I  think  it  is  very  much  improved 
over  the  treaty  that  was  submitted  this  time  last  year.  Article  4 
reads  as  follows : 

The  Government  of  Nicaragua  shall  never  without  the  consent  of  the  United  States 
enter  into  any  treaty  or  other  compact  with  any  other  foreign  power  or  powers  which 
will  impair  or  tend  to  impair  the  independence  of  Nicaragua  or  the  rights  hereby 
granted  to  the  United  States,  nor  in  any  manner  authorize  or  permit  any  foreign  power 
or  powers  to  obtain  by  colonization  or  for  military  or  naval  purposes,  or  for  any  purpose 
whatsoever,  lodgment  in  or  control  ovar  any  portion  of  the  territory  of  the  Republic  of 
Nicaragua  or  any  control  over  its  Government. 

Article  5  reads  as  follows: 

The  Government  of  Nicaragua  shall  not  contract  or  assume  any  public  debt,  to  pay 
the  interest  upon  which  and  to  make  provision  for  a  reasonable  sinking  fund  for  the 
ultimate  discharge  of  which  the  ordinary  revenues  of  the  Republic  of  Nicaragua,  after 
defraying  the  current  expenses  of  Government,  shall  be  inadequate. 

Now,  my  recollection  is  that  the  only  change  in  that,  as  we  copied 
it  from  the  Piatt  amendment,  was  the  insertion  of  the  word  '^consti- 
tutional" before  the  word  '^ Government"  on  the  fourth  line.     The 
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Piatt  amendment  read  ''the  maintenance  of  a  government  adequate 
to  protect  the  life,  property,  and  individual  liberty"  and  the  word 
'  ''constitutional"  has  been  inserted.  After  the  word  "liberty"  we 
have  inserted,  "and  the  free  right  of  suffrage,"  which  words  were  not 
in  the  Piatt  amendment. 

Senator  Williams.  What  does  that  mean  ?  Does  that  bind  this 
country  to  universal  suffrage  ? 

Mr.  Douglas.  It  binds  this  countrv,  as  I  understand  it 

Senator  Williams.  I  do  not  mean  this  country,  I  mean  Nicaragua. 
WTiat  does  "free  suffrage"  mean?    Universal  suffrage? 

Mr.  Douglas.  I  am  free  to  say  that  I  do  not  know  now  that  would 
be  construed.  I  would  take  it  that  it  means  they  must  observe  the 
impartiality,  and  force  with  impartiality,  the  right  of  suffrage,  the 
right  of  suffrage,  whatever  it  may  happen  to  be,  in  Nicaragua. 

Senator  Williams.  There  is  about  75  per  cent  of  the  population 
that  it  would  not  touch  at  all. 

Senator  Sutherland.  It  does  not  mean  that 

Mr.  Douglas.  I  think  it  means  to  enforce  with  rigidity  and  im- 
partiality and  fairness  whatever  may  be  the  suffrage  law  of  the  land 
to  the  end  that  revolution  could  not  be  brought  forward  to  destroy 
the  right  of  the  people  to  exercise  their  participation  in  the  affairs 
of  government. 

Senator  Williams.  If  that  is  what  it  means  it  ought  to  say  "sub- 
ject to  the  suffrage  laws  of  Nicaragua." 

Mr.  Douglas.  This  treaty  has  been  brought  here  in  a  most  in- 
formal fashion,  to  be  criticised  and  changed  as  you  gentlemen  may 
think  proper. 

Senator  Sutherland.  It  occurs  to  me  that  what  you  mean  by 
that  is,  that  wherever  the  right  of  suffrage  has  been  granted  that  the 
right  to  exercise  that  should  be  insured  or  guaranteed,  and  I  think 
you  would  make  it  more  clear  if  you  would  have  that  read,  ' '  and  the 
exercise  of  the  free  right  of  suffrage." 

Secretary  Bryan.  There  would  be  no  objection  to  making  any 
change  of  that  character. 

Mr.  Douglas.  That  is  what  it  means. 

Senator  Hitchcock.  Has  Nicaragua  a  constitution  ? 

Mr.  Douglas.  Yes,  sir. 

Senator  Hitchcock.  Why  not  say  "the  right  of  suffrage  under  the 
constitution  of  Nicaragua?" 

Mr.  Douglas.  I  see  no  objection  to  that  at  all. 

I  desire  to  call  your  special  attention  to  articles  4,  5,  and  6.  Arti- 
cle 4,  as  I  remember  it,  was  in  the  Knox-Castrillo  treaty,  but  whether 
it  was  or  was  not,  it  is  consonant  with  and  in  harmony  with  the  Piatt 
amendment  provision,  as  is  also  article  5. 

I  want  to  discuss  these  three  articles  together  and  to  discuss  them 

very  briefly.     Nicaragua  has  requested  through  its  President,  through 

the  President  of  the  United  States,  the  insertion  in  this  treaty  of  the 

^   Piatt  amendment.     It  was  not  in  the  Knox-Castrillo  treaty  at  all. 

^   There  was  a  contemporaneous  agreement  between  the  bankers  and 

i  Nicaragua  that  went  side  by  side  with  the  treaty — whether  or  not  it 

[    was  legally  a  part  of  it,  but,  as  a  matter  of  fact,  part  of  it  provided  for 

I    the  placing  ot  a  loan  of  $15,000,000  to  rehabilitate  Nicaragua  finan- 

l   cially,  ana  it  embodied  the  rather  ambitious  scheme  of  changing  the 

Vwhole  system  of  finances  of  Nicaragua. 
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Senator  Williams.  Just  one  word  before  you  go  on.  I  remember 
that  the  old  treaty,  as  submitted  to  us  before,  had  a  provision  saving 
the  right  of  Nicaragua  to  federate  with  the  other  Central  American 
Republics  at  any  time.     Is  that  saved  in  this  ? 

Mr.  Douglas.  No. 

Senator  Smith  of  Michigan.     That  is  not  saved  ? 

Secretary  Bryan.  There  is  no  objection  to  putting  it  in. 

Senator  Smith  of  Michigan.  In  fact,  if  they  maintain  their  present 
government,  federation  with  other  Central  American  States  would  be 
impossible.  In  its  present  form  it  is  purely  an  entity  of  its  own. 
When  we  put  the  Piatt  amendment  over  Cuba,  we  put  it  over  an 
island  that  had  no  contiguous  States  adjoining  it,  but  if  we  put  it  over 
Nicaragua  we  put  it  over  a  State  with  contiguous  States  ambitious 
for  a  confederation.  I  think  the  present  provision  will  of  necessity 
maintain  the  present  form  of  government. 

Secretary  Bryan.  Let  me  say  just  a  word.  This  Piatt  amendment 
was  suggested  by  Senator  Bacon  when  we  talked  with  him  about  the 
possibility  of  doing  something  that  would  give  stability  down  there 
and  prevent  these  revolutions.  He  said  he  would  be  willing  to  go  as 
far  as  the  Piatt  amendment,  and  I  submitted  the  amendment  to  the 
President  and  he  expressed  himself  as  satisfied,  and  this  suggestion 
of  the  Piatt  amendment  really  comes  from  Senator  Bacon.  I  men- 
tioned that  to  the  committee,  I  think,  last  year. 

Senator  Williams.  I  expect  he  spoke  historically.  He  seems' 
afterwards  to  have  changed  his  mind.  He  expressed  the  fear  that  it 
might  involve  entanglements  down  there. 

Mr.  Douglas.  There  would  be  no  objection  on  the  part  of  Nica- 
ragua to  a  saving  clause,  saving  to  Nicaragua  the  right  to  any  con- 
federation with  other  Central  American  States. 

Senator  Smith  of  Michigan.  But  not  in  any  manner  interfering  with 
the  debt  of  Nicaragua,  I  suppose  ? 

Mr.  Douglas.  Yes,  sir;  of  course,  that  would  have  to  be  in  some 
way  cared  for.  I  want  to  make  the  position  of  Nicaragua  perfectly 
clear  with  reference  to  clauses  4,  5,  and  6,  and  I  trust  I  can  make  it  so 
clear  that  there  will  be  no  doubt  about  it  in  the  minds  of  the  members 
of  this  committee.  As  the  Secretary  has  stated,  the  suggestion  really 
was  made  originally  by  Senator  Bacon  and  was  brought  to  my  atten- 
tion as  counsel  for  Nicaragua  at  the  time,  and  the  matter  was  at  once 
taken  up  with  the  Nicaraguan  authorities  at  home  and  here. 

Secretary  Bryan.  But  as  a  substitute  for  previous  phraseology 
that  was  objectionable? 

Mr.  Douglas.  Yes,  sir;   very  objectionable  to  the  administration. 

Secretary  Bryan.  I  know ;  but  the  original  request,  as  I  understand 
it,  for  this  came  from  Nicaragua,  just  as  the  request  with  reference 
to  this  Piatt  amendment  came  from  Nicaragua.  It  is  not  asked  by  us. 
They  want  it. 

Mr.  Douglas.  I  am  going  to  make  clear  Nicaragua's  position  about 
this  matter.  The  question  was  asked  yesterday  by  some  member 
of  the  committee  if  Nicaragua  meant  by  this  to  confess  that  she  is 
unable  to  maintain  order  and  government  herseK.  My  answer  to, 
that  is  no;  that  Nicaragua  feels  that  she  will  be  very  much  strength- 
ened if  she  can  have  the  moral  support  of  so  powerful  a  nation  as  the 
United  States,  and  she  feels  it  will  furnish  for  her  the  ounce  of  pre- 
vention instead  of  the  pound  of  cure  for  the  chronic  disposition  to 
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start  and  prosecute  rebellion  there.  She  rather  feels  that  it  would  be 
a  great  inducement  for  the  investment  of  American  capital  in  Nica- 
ragua if  that  kind  of  safeguard  can  be  given  to  investments  and  to 
immigration,  I  might  add.  She  feels  that  such  a  provision  as  that 
would,  as  if  by  magic,  rehabilitate  her  finances  and  rehabilitate  her 
industrially.  She  feels  there  would  be  a  degree  of  confidence  given 
not  only  to  American  investments  but  to  investments  from  all  quar- 
ters of  the  globe  if  we  had  in  the  treaty  a  provision  that  would  enable 
the  United  States,  in  emergencies,  to  protect  the  life,  liberty,  and 
property  there.  Nicaragua  has  watched  with  interest  the  results 
of  the  operations  of  the  treaty  between  the  United  States  and  Cuba. 
Nicaragua  feels  that  has  been  no  sort  of  injury  to  Cuba;  that  Cuba 
has  not  had  her  dignity  impaired  by  it,  but,  on  the  contrary,  has 
brought  about  a  degree  of  prosperity  there  that  they  never  knew 
before,  and  Nicaragua  wants  to  share  it.  Nicaragua  wants  the  United 
States  to  put  her  protecting  arm  about  it  and  around  her.  She  does 
not  want  iier  sovereignty  destroyed  and  is  willing  to  trust  the  dis- 
interestedness, good  faith,  and  effectiveness  and  power  of  the  United 
States,  which  the  Nicaraguan  people  believe  will  be  all  for  good  and 
none  for  evil. 

Senator  Pomerene.  May  I  ask  in  that  connection  what  means 
you  have  of  knowing  whether  or  not  what  you  have  stated  is  the 
prevailing  opinion  among  the  representative  people  in  that  country  ? 
As  we  understand  things  down  there,  there  may  be  a  party  in  con- 
trol of  the  Government  one  month  or  one  year,  and  as  we  under- 
stand it  may  only  be  a  temporary  matter;  the  party  in  power  may 
have  one  view  and  the  party  temporarily  out  of  power  may  have 
another  view. 

Mr.  Douglas.  Of  course,  Senator,  that  is  true.  That  is  the  situa- 
tion here  as  well  as  it  is  there,  I  will  say  this  much,  that  the  Con- 
gress of  Nicaragua  is  composed  of  nearly  three-fourths  of  the  mem- 
bers of  the  political  party  over  which  President  Diaz  presides,  and 
of  course  you  will  find  in  Nicaragua  a  great  many  people  who  would 
be  opposed  to  the  Piatt  amendment.  I  think  it  would  be  almost 
unthinkable  that  we  should  find  any  other  -condition  than  some 
divergence  or  difference  of  opinion  among  the  Nicaraguan  people. 
I  do  know  that  the  Congress  of  Nicaragua  is  composed  of  three- 
fourths  of  the  same  political  persuasion  as  Gen.  Chamorro  and  Mr. 
Cuadra,  the  minister  of  finance,  who  has  been  here  nearly  a  year. 
I  will  say — and  it  is  an  historical  fact — that  the  Nicaraguan  people 
overthrew  the  dictatorship  of  Zelaya.  I  know  that  w^ill  happen  to 
any  country  on  this  side  or  the  otKer  side  of  the  Atlantic  that  has 
ever  had  such  a  monster  incarnate  as  was  Zelaya.  Zelaya  observed 
no  law,  he  observed  no  precedent,  and  observed  the  rights  of  no 
man  and  no  woman.  The  record  of  his  persecutions  there  simply 
makes  us  all  stand  aghast  when  we  read  them.  I  happen  to  know 
as  an  historical  fact  that  the  wife  of  Gen.  Chamorro,  the  present 
minister  of  Nicaragua,  was  chained  to  the  body  of  some  common 
individual,  with  weights  upon  her  limbs,  and  taken  through  the 
streets  of  Managua  as  if  sne  were  the  commonest  of  women,  and 
locked  up  and  imprisoned  for  days  and  days  in  a  cell,  with  chains 
and  weights  tied  to  her  limbs  and  then  shipped  to  Panama  without 
any  notification  to  hor  people  or  anybody  else  while  Gen.  Chamorro 
was  in  command  of  the  armies  of  the  revolution. 
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I  do  know  that  the  present  minister  frcm  Nicaragua  to  the  United 
States — who  has  been  in  constant  conference  with  the  Secretary 
of  State  and  with  myself  as  counsel — was  at  the  head  cf  the  army 
and  brought  about  the  pacification  of  Nicaragua  by  the  over- 
throw of  Zelaya.  Now,  whether  there  be  anybody  in  sympathy 
with  Zelaya  I  could  not  state;  and  as  there  are  no  two  political 
parties  there  to  agree  about  it,  of  course  it  is  to  be  assumed;  but  I 
am  speaking  for  the  organization,  for  the  Government  of  Nicaragua 
as  at  present  constituted,  with  every  assurance  that  the  present 
Nicaraguan  Government  speaks  for  the  sentiment  cf  the  pre:ent 
people  of  Nicaragua. 

Senator  Hitchcock.  Will  you  allow  me  to  ask  a  few  questions 
about  Nicaragua  ?     What  is  its  population  ? 

Mr.  Douglas.  I  am  sorry  to  say  that  I  do  not  know.  I  think  it 
is  about  3,000,000,  though. 

Senator  Hitchcock.  What  is  the  indebtedness  ? 

Mr.  Douglas.  The  indebtedness  is  about  $10,000,000 — between 
$10,000,000  and  $12,000,000. 

Senator  Hitchcock.  What  is  this  mixed  commission  which  is  now 
passing  upon  claims  ? 

Mr.  Douglas.  The  mixed  commission  was  organized  and  pro-* 
vided  for  by  the  Knox-Castrillo  treaty,  and,  while  the  treaty  was 
never  itself  ratified  by  the  Senate,  curiously  enough  a  number  of 
its  provisions  went  into  operation,  and  in  some  kind  of  way  a  mixed 
claims  commission  was  appointed,  composed  of  two  Americans  and 
one  citizen  of  Nicaragua,  and  that  commission  has  jurisdiction  alone 
of  the  claims  of  citizens  of  the  United  States  and  citizens  of  Nica- 
ragua growing  out  cf  the  Zelaya-Chamorro-Diaz  revolution. 

Senator  Hitchcock.  Who  appoints  the  Americans? 

Mr.  Douglas.  They  were  appointed  by  the  President  of  Nicaragua, 
on  the  nomination  of  the  Washington  Government.  They  were  sug- 
gested by  Secretary  Knox. 

Senator  Hitchcock.  Why  are  they  paid  such  large  salaries? 

Mr.  Douglas.  I  know  that  Nicaragua  would  like  to  know  herself, 
because  Nicaragua  has  groaned  under  that  burden 

Senator  Hitchcock.  I  understand  that  one  member  receives 
$12,000  gold  a  year 

Mr.  Douglas.  $10,000. 

Senator  Hitchcock.  Two  members  receive  $10,000  each,  making 
$20,000  for  the  two,  and  there  is  a  secretary  at  $5,000,  with  four 
clerks  at  $4,800,  or  a  total  cost  for  that  commission,  which  the  Nica- 
raguan people  must  pay,  of  $41,800. 

Senator  Smith  of  Michigan.  A  year. 

Senator  Hitchcock.  Which  seems  an  exorbitant  and  outrageous 
figure  to  me,  considering  that  the  country  is  poor. 

Mr.  Douglas.  I  am  entirely  in  accord  with  you. 

Senator  Hitchcock.  Then  why  is  it  that  a  collector  of  customs 
receives  $10,000  a  year  gold,  and  an  auditor  $6,000,  and  four  clerks 
at  $3,000  each,  for  the  collection  of  customs  which  are  supposed  to  be 
under  American  protection  ?  I  want  to  know  who  is  responsible  for 
that  waste  of  money  of  a  poor  people? 

Mr.  Douglas.  I  will  answer  you  first  negatively  and  then  posi- 
tively. The  present  administration  of  Nicaragua — that  is,  the  Gov- 
ernment of  Nicaragua — is  not  responsible  for  any  part  of  it,  and  I  will 
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/  answer  you,  in  the  second  place,  that  the  minister  here  who  is  now 
/  seeking  to  negotiate  this  treaty,  is  not  responsible  for  any  part  of  it, 
I  and  I  will  answer  in  the  next  place  that  the  Washington  Government, 
/  acting  through  the  Secretary  of  State,  criticised  it  roundly  and  se- 
/  verely  at  almost  the  first  conference  we  had  on  the  subject.  I  know 
■    that  Mr.  Cuadra,  who  is  the  minister  of  finance 

Senator  Smith  of  Michigan.  Is  he  the  present  minister? 

Mr.  Douglas.  Yes,  sir — and,  by  the  way,  I  would  like  very  much 
if  he  and  Gen.  Chamorro  could  be  invited  to  make  a  statement  about 
this  matter  before  this  committee;  I  think  it  can  not  help  but  enlighten 
the  committee  for  you  gentlemen  to  see  what  manner  of  men  they  are 
and  to  ask  them  just  such  questions  as  these.  But  I  will  state  this 
much.  Senator,  that  not  only  am  I  entirely  in  accord  with  the  crit- 
icism suggested  by  your  question,  but  the  present  Government  of 
Nicaragua  is  simply  groaning  under  the  weight  of  it;  so  much  so  that 
there  is  so  much  nostility  to  the  commission  itself  that  the  Secretary 
of  State,  to  my  personal  knowledge,  has  done  all  he  could  to  abate 
the  feeling  that  these  claims  had  to  be  adjusted  by  somebody,  and  I 
remember  having  suggested  to  Mr.  Bryan  that  this  commission  be 
required  to  end  its  work  in  six  months.  That  was  in  response  to  a 
statement  by  him  that  he  would  end  this  work  within  three  or  four 
months.  I  suppose  the  Government  of  Nicaragua  could  cut  down 
the  salaries,  but  it  does  not  feel  justified  in  doing  so  in  view  of  the 
fact  that  that  commission  was  not  one  appointed  under  the  auspices 
of  this  Government,  but  practically  at  its  dictation. 

Senator  Sutherland.  Who  fixes  the  salaries  ? 
:  Mr.  Douglas.  I  think  it  must  have  been  done  by  the  Secretary  of 
,^  ^  State  at  that  time — I  would  assume  by  Secretary  Knox  and  Mr. 
Castrillo,  the  then  minister  to  the  United  States  from  Nicaragua. 
But  we  found  that  to  be  the  condition  of  affairs  when  we  came  on  the 
scene — and  I  have  represented  Nicaragua  for  a  little  over  a  year — 
and  we  found  that  treaty  in  that  shape,  and  while  the  treaty  was  never 
ratified,  Mr.  Ham  was  appointed  collector  with  the  assent  of  the  State 
Department;  I  think  nominated  by  the  State  Department.  I  know 
nothing  about  the  history  of  his  salary.  We  have  frequently,  Mr. 
Cuadra  and  I,  criticized  all  the  salaries  to  the  bankers  of  New  York 
and  we  made  every  effort  we  deemed  proper  in  view  of  the  delicate  and 
unsatisfactory  condition  that  Nicaragua  was  in,  to  have  the  salaries 
reduced. 

Senator  Hitchcock.  Why  did  you  criticize  it  to  the  bankers  ? 

Mr.  Douglas.  Because  Ham  was  nominated  and  put  there  really 
by  the  bankers  with  the  assent  of  the  Secretary  of  State  \ 

Senator  Hitchcock.  Then,  do  the  bankers  control  the  civil  affairs 
in  Nicaragua  at  the  present  time,  and  are  they  responsible  for  this 
plunder  of  the  poor  people  ? 

Mr.  Douglas.  Do  you  mean  the  bankers  ? 

Senator  Hitchcock.  Yes;  Seligman  and  Brown  Bros. 

Mr.  Douglas.  I  think  Fought  to"iiiako  as  clear  a  statement  as  I 
can  with  reference  to  that 

Senator  Williams.  Justonemoment  before  you  go  into  that.  Was 
the  Senate  of  the  United  States  consulted,  and  did  it  ever  approve  this 
plan  of  putting  an  American  in  charge  of  the  customs  down  there,  and 
two  Americans  in  charge  of  this  commission  ? 
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Mr.  Douglas.  So  far  as  I  know,  no.     There  is  no  record  of  any  ofR 
cial  action  by  the  Senate.     I  do  not  know  whether  the  then  Secretary 
of  State  consulted  informally  with  the  Foreign  Relations  Comniittee 
of  the  Senate,  or  with  whom  he  consulted,  if  anybody. 

Senator  Pomerene.  Was  there  any  treaty  authorizing  these  ap- 
pointments? 

Mr.  Douglas.  What  is  known  as  the  Knox-Castrillo  convention 
provided  for  the  mixed  claims  commission,  and  what  is  known  as  the 
debt  or  loan  contract  provided  for  the  collector  of  customs  to  be  an 
American,  to  be  nominated  by  the  lenders  of  the  money,  and  approved  \ 
by  the  then  Secretary  of  State.  1 

Senator  Williams.  Is  that  provided  for  in  the  Knox-Castrillo 
treaty  ? 

Mr.  Douglas.  No.  I  think  it  would  be  very  well  for  the  members 
of  the  committee  to  have  that  treaty.  If  they  have  not  got  it  I  think 
1  can  get  you  copies  of  the  Knox-CastriUo  treaty,  the  old  original, 
showing  what  was  meant  by  this  agreement,  which  really  was  an 
agreement  for  a  loan  of  $15,000,000.  "" 

Senator  Smith  of  Michigan.  It  was  an  agreement  that  provided  for 
the  administration  of  the  affairs  in  the  manner  described  by  Mr. 
Douglas,  and  the  agreement  was  supposed  to  be  ratified  by  the  treaty. 

Mr.  Douglas.  The  agreement.  Senator,  was  not  to  be  ratified  by 
the  treaty  but  it  was  to  follow. 

Senator  Smith  of  Michigan.  I  mean  the  treaty  acknowledged  the 
agreement. 

Mr.  Douglas.  That  was  the  scheme. 

Senator  Williams.  The  agreement  was  really  entered  into  after 
the  treaty. 

Mr.  Douglas.  I  think  they  were  practically  contemporaneous  in 
point  of  time. 

The  Chairman.  You  say  you  have  those  documents  ? 

Mr.  Douglas.  I  can  furnish  you  copies.     I  know  I  have  one  set 
and  I  can  get  you  several  sets. 

Senator  Williams.  If  it  was  a  treaty  of  the  United  States 

Mr.  Douglas.  It  was  not  a  treaty. 

The  Chairman.  Was  the  Knox-Castrillo  treaty  ever  ratified  ?  — 

Mr.  Douglas.  No,  sir. 

Senator  Williams.  Then  it  was  not  a  treaty  at  all  ? 

Mr.  DouGtAs.  No,  sir. 

Senator  Hitchcock.  If  the  Government  of  the  United  States  crit- 
icised this  thing,  and  was  antagonistic  to  it,  why  can  not  it  be  abol- 
ished right  off,  amended,  or  changed  ? 

Mr.  Douglas.  You  mean  as  to  salaries  ? 

Senator  Hitchcock.  Yes. 

Mr.  Douglas.  Possibly  there  could  be  some  reduction  in  salaries. 
These  gentlemen — I  think  I  speak  their  views  for  them — have  simply 
been  hesitant  to  do  anything  that  might  look  like  repudiating  what 
had  theretofore  been  understood. 

Senator  Hitchcock.  How  long  have  they  been  in  existence  as  a 
commission  ? 

Mr.  Douglas.  I  judge  about  two  years. 

Senator  Hitchcock.  How  many  claims  have  they  passed  upon  ? 
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Mr.  Douglas.  They  have  passed  upoji  about  half  of  the  claims. 
Secretary  Bryan,  you  will  know  about  that  ? 

Secretarv  Bryan.  My  recollection  is  that  there  were  6,000  claims 
and  that  they  have  passerd  upon  about  3,000. 

Senator  Hitchcock.  What  has  been  allowed  ? 

Mr.  Douglas.  Between  $250,000  and  $300,000. 

Secretary  Bryan.  The  claims  passed  upon  were  quite  small  as  a 
rule.  I  will  not  attempt  to  give  the  exact  amount  but  my  recollec- 
tion is  that  it  was  less  than  half  a  miUion  dollars,  if  I  am  not  mistaken. 

Senator  Hitchcock.  That  cost  has  been  $80,000  to  the  people  of 
Nicaragua. 

Senator  Williams.  There  were  a  total  of  $10,000,000  of  claims 
pending. 

Mr.  Douglas.  No;  about  $5,000,000. 

Secretary  Bryan.  The  reduction  has  been  very  material  in  the 
amount  of  the  claims;  that  is,  the  claims  allowed  have  not  been  for 
anything  hke  the  claims  presented. 

Senator  Smith  of  Michigan.  The  salaries  of  the  American  officials 
now  conducting  the  affairs  of  Nicaragua  aggregate  between  $100,000 
and  $150,000  a  year.  I  think  the  latter  figure  is  nearer  correct  than 
the  first. 

Mr.  Douglas.  You  refer  to  the  collection  of  customs  ? 

Senator  Smith  of  Michigan.  I  refer  to  the  administration  of  the 
Nicaraguan  affairs  through  the  banking  houses,  and  with  the  American 
acquiescence,  amounts  to  nearly  $150,000  a  year. 

Mr.  Douglas.  Of  course,  I  can  get  those  figures  for  the  com- 
mittee over  the  signature  of  the  minister  of  finance.  I  think  you 
should  have  them.    I  am  quite  sure  they  do  not  reach  that  figure. 

The  Chairman.  I  would  like  to  ask  the  Senator  from  Michigan, 
to  the  end  that  Judge  Douglas  may  give  us  any  information  he  has, 
what  Americans  are  acting  officially  in  Nicaragua  whose  salaries 
amount  to  the  sum  that  you  have  indicated — in  what  line  of  service? 

Senator  Smith  of  Michigan.  The  claims  commission,  the  collectors 
of  customs  and  the  American  employees  throughout  the  RepubUc. 

Senator  Hitchcock.  I  will  state  for  the  benefit  of  the  chairman 
that  some  one  who  had  been  down  there  gave  me  this  morning — in 
addition  to  the  mixed  claims  commission  of  which  I  have  read — a 
statement  that  these  Americans  were  employed  under  the  general 
collector,  at  $10,000:  One  auditor,  at  $6,000,  and  four  clerks,  at 
$12,000,  and  the  following  collectors  whose  salaries  were  not  stated: 
A  collector  at  Bluefields,  a  collector  at  San  Juan  del  Seuer,  a  col- 
lector at  Cabo  de  Gracia,  a  collector  at  San  Juan  del  Norte,  a  collector 
at  Corinto,  a  manager  of  the  railroad  at  $10,000,  an  auditor  at  a 
high  salary,  and  a  number  of  clerks,  and  he  also  said  that  the  Ameri- 
cans were  employed  in  the  National  Bank  of  Nicaragua. 

Mr.  Douglas.  I  think  I  can  throw  some  general  light  on  the  situ- 
ation to  save  your  time.  In  the  first  place,  let  me  state  that  if  the 
committee  wishes  it  I  will  have  prepared  in  the  next  two  days  a  state- 
ment giving  the  list  of  the  American  employees  and  in  what  capacity 
employed,  and  as  nearly  as  possible  an  accurate  statement  ot  their 
salaries.  I  do  not  think  that  the  salarv  list  can  amount  to  $150,000, 
and  even  if  it  docs,  while  the  present  administration  of  Nicaragua  has 
no  real  responsibility  for  it  and  the  present  administration  at  Wash- 
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ington  has  no  responsibility  for  it,  I  think  it  is  only  just  to  say  that 
a  great  many  of  those  salaries  are  not  properly  chargeable  to  any  loss 
account  on  the  part  of  Nicaragua.  Nicaragua  has  to  have  a  collector 
general  of  customs,  whether  you  call  him  by  that  name  or  whether 
you  give  an  American  name  for  it.  The  fact  is  that  no  better  man 
could  be  selected  than  the  man  who  is  down  there  now.  Col.  Ham, 
who  lives,  I  think,  in  Iowa.  As  I  said  before,  he  was  appointed  under 
some  arrangement  on  the  part  of  the  bankers  of  Nicaragua  and  the 
then  Secretary  of  State.  He  is  a  most  efficient  officer  and  he  has 
eliminated  graft  from  the  operations  of  the  customs  offices  there  and 
has  corrected  about  as  much  tendency  to  rebellion,  by  the  way,  as 
any  other  one  thing  that  has  been  done  in  Nicaragua.  There  has 
been  an  ehmination  of  graft  in  the  customs  offices.  The  people  had 
been  accustomed  to  recognize  it  and  participate  in  it  for  a  number  of 
years,  and  it  created  quite  a  jolt  when  it  was  stopped.  One  thing  is 
that  the  receipts  from  customs  under  the  Ham  administration  may 
be  a  coincidence,  but  the  fact  is  that  they  are  more  than  doubled  as 
compared  with  what  they  were  before  the  Ham  administration  two 
and  one-half  years  ago. 

Senator  Sutherland.  What  do  they  amount  to  ? 

Mr.  Douglas.  About  $150,000  a  month.  If  they  could  get  rid  of 
the  constant  menace  of  revolution,  Nicaragua  would  ^o  up  in  leaps 
and  bounds,  and  if  Nicaragua  was  in  the  condition  that  it  ought  to  be, 
if  we  could  induce  you  gentlemen  to  accept  the  Piatt  amendment 
here,  you  would  find  the  collection  of  customs  in  one  year  more  than  \ 
double  that,  and  in  five  years  it  would  be  at  least  $500,000  a  month.         I  \ 

Senator  Smith  of  Michigan.  How  much  do  the  bankers  allow  to  the 
Government  of  Nicaragua  out  of  its  customs  revenues  for  the  ex- 
penses of  the  Government  ? 

Mr.  Douglas.  All. 

Senator  Smith  of  Michigan.  No;  they  deduct  the  fixed  charges  and 
the  interest  charges,  and  I  think  they  do  not  allow  but  $25,000  a  year. 

Mr.  Douglas.  I  should  state  that  until  I  became  counsel  for  Nica- 
ragua I  was  not  personally  acquainted  with  a  single  member  of  the 
house  of  Brown  Bros,  or  Seligman  &  Co.  I  came  in  contact  with 
them  through  their  counsel,  of  New  York. 

Senator  Smith  of  Michigan.  Did  you  represent  them  at  any  time 
in  the  wState  Department  ? 

Mr.  Douglas.  Brown  Bros.  ?  Not  at  all,  anywhere,  in  court  or 
out  of  court.  I  have  had  no  professional  relations  with  them  except 
to  be  on  the  other  side  of  the  table  as  representing  the  Republic  of 
Nicaragua.  You  asked  me  some  questions  about  Brown  Bros,  a 
moment  ago,  as  to  what  they  allowed  these  people.  When  I  became 
counsel  for  Nicaragua  I  found  that  the  bankers  had  not  made  the 
$15,000,000  loan;  that  they  only  had  the  option  to  make  that  loan 
under  the  Knox-Castrillo  arrangement.  They  concluded  they  would^VN  ) 
not  make  the  loan,  and  they  had  made  a  temporary  loan  of  aboutx^' 
$3,000,000.  They  had  then  reduced  this  to  about  seven  hundred  and 
odd  thousand  dollars  and  the  collector  of  customs.  Ham,  was  then 
installed  and  operating  the  customhouses  and  paying  over  the 
monej^jon^ccount  of  the  debt,  and  in  that  way  it  was  reduced  and 
Nicaragua  was*eTnd51M  to  pay  this  seven  hundred  and  odd  thousand 
dollars.     It  feU  in  the  month  of  October  of  last  yenr,  1913,  and  I  took 
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^  up  the  negotiations  of  another  loan  wHh  Brown  Bros.     I  negotiated 
a  loan  for  SI  ,000,000  and  sold  them  51  per  cent  of  the  railroad 

Senator  Smith  of  Michigan.  For  how  much  ? 

Mr.  Douglas.  For  $1,000,000,  and  51  per  cent  of  ^he  National 
^Bank  of  Nicaragua  which  had  been  installed  out  of  the  old   ^ — 

Se'iialOr  &MITH  of  Michigan.  How  much  did  they  get  for  that? 

Mr.  Douglas.  They  got  par  for  the  stock. 

Senator  Smith  of  Michigan.  How  much  in  the  aggregate  ? 

Mr.  Douglas.  About  $250,000.  As  a  matter  of  fact,  they  in- 
creased the  capital  stock  of  the  national  bank  to  $500,000,  and  Nica- 
ragua took  49  per  cent  of  the  increase  and  the  bankers  took  51  per 
cent  of  the  increase.  I  should  state  in  that  connection — as  it  is  my 
duty  to  make  it  clear — that  that   railroad   was  worth  more   than 

$1,000,000 

Jb^       Senator  Smith  of  Michigan.  Is  it  not  a  fact  that  it  was  appraised 
^     at  $4,000,000  ? 

Mr.  Douglas.  Not  that  I  know  of.     By  whom? 

Mr.  Smith  of  Michigan.  By  the  engineers. 

Mr.  Douglas.  I  do  not  know  that  that  is  true. 

Senator  Smith  of  Michigan.  Of  the  $1,000,000  that  you  got  for 
v'hich  matures  this  coming  October,  Nicaragua  put  49  per 
railroad  stock  in  as  security  for  that  loan,  did  she  not  ? 
.  Douglas,  l^s^shsag.  ,weU.as  a  pledge  of  the  customs  receipts. 

Senator  Smith  of  Mich^an.  On  that  loan  there  has  been  a  small 
payment  during  the  year  of  $250,000,  has  there  not  ? 

Mr.  Douglas.  No,  sir;  there  has  been  no  payment. 

Senator  Smith  cf  Michigan.  Is  the  full  loan  running  $1,000,000? 

Mr.  Douglas.  Yes,  sir. 

Senator  Smith  ( f  Michigan.  For  which  you  hypothecated  49  per 
cent  of  the  railroad  stock  cf  Nicaragua? 

Mr.  Douglas.  Yes,  sir. 

Senator  Smith  of  Michigan.  They,  the  bankers,  having  51  per 
cent.     Am  I  right  about  that? 

Mr.  Douglas.  Yes,  sir;  but  I  think  it  would  be,  perhaps,  clearer 
to  let  me  state  the  facts  exactly  as  they  are,  and  if  you  care  I  will 
leave  with  the  committee  my  personal  contract  with  the  company, 
which  gives  it  with  absolute  accuracy.  First,  let  me  dispose  of  the 
option.  The  bankers  had  an  option  of  51  per  cent  of  the  railroad 
and  51  per  cent  of  the  bank — a  binding  option  from  which  there 
could  have  been  no  escape  except  by  positive  repudiation.  That 
was  the  situation  when  I  became  professionally  connected  with 
Nicaragua.  When  the  matter  was  brought  to  Mr.  Bryan's  atten- 
I  tion,  he  absolutely  opposed  permitting  the  banks  to  avail  them- 
I  selves  of  this  option.  We  had  a  nurnber  cf  conferences  and  con- 
'  versations  on  the  subject.  I  told  Mr.  Bryan  I  would  look  up  the 
question  as  to  whether  or  not  Nicaragua  could  escape  the  liability. 
1  did  very  carefully,  and  came  to  the  conclusion  that  she  could  not 
escape  it  except  by  a  simple,  unadulterated  repudiation.  The 
option  was  just  as  binding  as  any  provision  in  a  contract  could  be, 
both  as  to  the  railroad  and  as  to  the  bank. 

Senator  Hitchcock.  Was  it  for  the  whole  of  the  railroad  ? 

Mr.  Douglas.  No;  51  per  cent. 

Senator  Hitchcock.  How  much  of  the  bank  ? 
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Mr.  Douglas.  Fifty-one  per  cent  of  the  bank.  The  bank  had  been 
estabUshed  under  that  system  of  changing  the  currency,  such  as  the 
American  system,  taking  in  the  old  currency  and  canceUng  it  and 
destroying  it  and  issuing  new  currency  based  upon  a  proposition  of 
redemption  in  gold. 

Senator  Hitchcock.  Was  it  not  an  improvident  contract  for  the 
country  to  make  ? 

Mr.  Douglas.  That  is,  as  to  this  railroad  ? 

Senator  Hitchcock.  Yes. 

Mr.  Douglas.  I  do  not  think  so.  I  did  not  think  so  at  the  time, 
and  I  so  stated  to  Mr.  Bryan,  and  I  stated  it  to  these  gentlemen  and 
they  thought  so,  too. 

The  Chairman.  Did  you  sell  the  bank  stock  and  the  railroad  stock 
to  these  bankers  ? 

Mr.  Douglas.  I  did  not  sell  it.  They  availed  themselves  of  the 
option.  They  took  it.  I  advised  my  clients  to  let  them  have  it, 
first,  because  we  could  not  help  it,  and  secondly,  because  it  was  a 
good  thing  for  them  to  do. 

The  Chairman.  The  bank  was  capitalized  at  $500,000  ? 

Mr.  Douglas.  The  bank  was  then  capitalized  at  $300,000  and 
increased  to  $500,000. 

The  Chairman.  At  the  time  of  the  payment  by  the  bankers  ? 

Mr.  Douglas.  Yes,  sir. 

The  Chairman.  They  took  51  per  cent  of  the  $500,000?    -'"'^ 

Mr.  Douglas.  Yes,  sir. 

The  Chairman.  At  par  ? 

Mr.  Douglas.  Yes,  sir;  and  we  took  49  per  cent. 

The  Chairman.  Where  does  this  railroad  run;  what  are  the 
termini  ? 

Mr.  Douglas.  It  runs  from  Corinto  on  the  Pacific  coast  directly" 
across  the  country  to  the  Great  Lake  of  Nicaragua,  to  Managua,  and 
down  to  Granada.  That  is  on  the  lake.  Managua  is  not  on  the  lake 
itself.  I  believe  it  is  on  the  little  lake  of  Nicaragua.  The  railroad 
runs  almost  diagonally  from  northeast  to  southwest. 

The  Chairman.  What  is  the  distance  ?  / 

Mr.  Douglas.  About  170  or  180  miles. 

Senator  Smith  of  Michigan.  It  is  129  miles,  isn't  it? 

Mr.  Douglas.  It  is  something  like  that.  It  runs  across  from 
Nandaimo  to  Managua  and  Granada,  and  is  on  the  Great  Lake. 

The  Chairman.  That  road  belongs  to  the  Government? 

Mr.  Douglas.  .To  the  Government  of  Nicarfl^yiia^ 

Senator  Hitchcock.  Wkat  was  tne  price  at  wmch  the  New  York 
bankers  got  their  51  per  cent  of  the  railroad  ? 

Mr.  Douglas.  On  the  basis  of  $2,000,000  valuation. 

Senator  Hitchcock.  For  the  whole  thing  ? 

Mr.  Douglas.  Yes,  sir;  they  paid  $1,000,000  for  51  per  cent. 

Senator  Hitchcock.  Was  it  bonded  in  addition  ? 

Mr.  Douglas.  No,  sir;  there  were  no  bonds  on  it  at  all.  I  think 
I  can  enlighten  the  committee  a  little  bit  on  that.  In  the  first  place, 
you  will  see  by  examination  of  the  contract  that  there  was  no  othfer 
thing  for  Nicaragua  to  do  except  to  go  forward  and  to  go  the  straight 
and  narrow  path  and  carry  out  her  obligations  or  take  the  broad  road 
to  destruction  and  repudiate  it.  L  advised  Nicaragua  that  she  was 
in  honor  bound,  and  in  law  bound  to  carry  out  that  contract,  and  in 
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looking  into  the  treaty  and  in  consultation  by  cable  and  letter  with 
the  President  and  with  Gen.  Chamorro  and  Mr.  Cuadra  here,  who 
I  think  are  sensible  men 

Senator  Williams.  You  mean  the  President  of  Nicaragua?- 

Mr.  Douglas.  The  President  of  Nicaragua — that  I  thought  it  was 
a  good  day's  work  for  Nicaragua  to  sell  that  railroad  for  51  per  cent. 
It  was  just  about  as  cheap  a  proposition,  and  just  about  as  poor  rail- 
road from  the  description  I  have  received  of  it,  as  it  could  have  been. 
I  will  state  furthermore — let  us  reckon  12  months  from  this  date  back. 
Nicaragua  had  no  control  of,  I  will  say  75  if  not  95  per  cent  of  the 
rights  of  way  over  which  that  railroad  has  been  built;  it  just  simply 
built  it  without  regard  to  written  statutes,  without  condemnation  or 
acquisition  of  right  of  way,  or  anything  of  that  sort.  I  will  say 
furthermore  that  at  the  time  Nicaragua  owned  and  operated  it,  it  was 
permeated  or  saturated  with  graft  until  almost  every  other  man  was 
enabled  to  get  a  pass  on  the  railroad  and  ride  free,  or  have  his  goods 
carried  free  until  the  railroad  was  simply  a  pack  horse. 

Senator  Smith  of  Michigan.  It  is  a  paying  investment  now,  is 
it  not  ? 

Mr.  Douglas.  Yes,  sir.  It  pays  12  or  14  per  cent  on  the  invest- 
ment. 

Senator  Hitchcock.  Who  made  that  contract  of  sale  to  the 
bankers  ? 

Mr.  Douglas.  The  contract  was  made  by  the  then  administration. 
Castrillo  was  minister  of  Nicaragua. 

Senator  Hitchcock.  That  was  Zelaya's  administration? 

Mr.  Douglas.  No,  that  was,  I  think,  in  the  early  days  of  the  Diaz 
administration. 

Senator  Smith  of  Michigan.     It  was  the  present  administration  ? 

Mr.  Douglas.  Yes.  The  President  of  Nicaragua  but  not  the 
United  States, 

Senator  Sutherland.  Was  it  paying  any  income  prior  to  the 
transfer  to  these  bankers  ? 

Mr.  Douglas.  During  that  period  of  time  the  railroad  was  under 
the  control  of  the  bankers,  and  they  had  the  right  to  it  by  im- 
proving the  road.  They  have  built  passenger  coaches  and  freight 
cars  and  bought  locomotives  and  practically  rebuilt  the  road,  the 
tracks,  etc.,  spending  sone  $200,000  or  $300,000  upon  the  railroad  in 
that  way. 

Senator  Hitchcock.  When  they  had  control  of  it  as  creditors  ? 

Mr.  Douglas.  When  they  were  operating  it  for  the  benefit  of  the 
people  of  Nicaragua,  presumably. 

Senator  Hitchcock.  Who  were  operating  it  ? 

Mr.  Douglas.  The  bankers. 

Senator  Hitchcock.  How  would  they  get  control  ? 

Mr.  Douglas.  Under  the  terms  of  that  old  contract. 

Senator  Hitchcock.  The  contract  of  purchase  ? 

Mr.  Douglas.  Yes;  the  railroad  was  pledged  as  security  for  the 
debt. 

'Senator  Hitchcock.  They  were  using  the  income  of  the  raihoad 
to  make  those  improvements  ? 

Mr.  Douglas.  Yes,  sir;  they  were. 

Senator  Hitchcock.  You  say  they  bought  it  at  $2,000,000.     What 

\v;is  its  cost? 
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Mr.  Douglas.  I  do  not  know  what  it  costs  was.  That  was  two 
years  ago. 

Senator  Shively.  It  is  129  miles  of  railroad. 

Senator  Hitchcock.  I  think  that  is  only  about  $15,000  a  mile  of 
purchase. 

Mr.  Douglas.  I  am  sorry  I  can  not  answer  you  any  more  satis- 
factorily. My  first  answer  is  that  Nicaragua  was  bound  by  her  con- 
tract to  sell  that  railroad.  My  second  answer  is  it  was  of  no  real 
benefit,  no  substantial  benefit,  to  Nicaragua  as  it  was  at  that  time; 
it  was  left  unoperated,  and  it  is  the  only  road  in  Nicaragua. 

Senator  Hitchcock.  Let  me  interrupt  you.  You  say  there  was 
graft  in  the  operation  of  the  railroad  ? 

Mr.  Douglas.  That  is  my  information. 

Senator  Hitchcock.  Does  it  not  look  a  little  suspicious  when  a 
company  of  American  bankers  go  down  and  buy  a  railroad  of  that 
kind  at  far  below  its  cost  and  value  ? 

Mr.  Douglas.  I  am  not  at  all  ready  to  admit  that  that  railroad 
was  bought  at  far  below  its  value.  I  do  not  believe  it  was  worth 
even  approximately  $2,000,000  when  the  operation  was  taken  over. 

Senator  Smith  of  Michigan.  You  say  it  now  pays  14  per  cent? 

Mr.  Douglas.  I  said  from  10  to  12  per  cent. 

Senator  Smith  of  Michigan.  I  think  it  pays  better  than  that. 

Mr.  Douglas.  I  have  a  statement  in  my  office  that  you  are  at 
liberty  to  examine  if  you  do  not  care  to  take  my  statement 

Senator  Smith  of  Michigan.  I  am  willing  to  take  your  statement 
with  regard  to  it.  \  , 

Senator  Hitchcock.  The  manager  of  that  railroad  draws  a  salary      « 
of  $10,000  a  year  American  gold? 

Mr.  Douglas.  Yes,  sir;  and  he  is  a  splendid  manager,  but  about  as 
untactful  a  man  as  could  be  placed  in  that  position.  There  is  con- 
stant friction  between  the  Government  and  that  railroad. 

Senator  Hitchcock.  Is  it  not  a  fact  that  the  Government  of 
Nicaragua  is  one  of  the  poorest  people  in  Central  America? 

Mr.  Douglas.  They  are  poor  enough,  I  know. 

Senator  Hitchcock.  I  know  that  Secretary  Knox  came  here  and/ 
said  that  they  hardly  averaged  a  shirt  to  their  backs.     If  the  Unitedj 
States  is  to  exercise  a  protectorate  over  that  country,  should  not  some-' 
thing  be  done  to  keep  this  valuable  property  from  getting  into  the-   ^ 
hands  of  a  lot  of  bankers  and  also  to  prevent  its  people  from  being  j 
the  subjects  of  extortion  by  this  mixed  commission  drawing  enormous/ 
salaries  ? 

Secretary  Bryan.  May  I  say  a  word  there  ?  As  Mr.  Douglas  has 
stated,  this  contract  giving  the  option  was  made  prior  to  this  admin- 
istration. 

Senator  Hitchcock.  I  realize  that. 

Secretary  Bryan.  And  when  they  brought  it  to  the  State  Depart- 
ment my  objection  to  it  was  that  an  option  given  in  connection  with 
the  loan  might  conceal  a  discount  of  premium,  and  I  told  them'  that 
I  regarded  that  provision  as  an  extortion  and  we  would  not  give  any  [ 
assistance  to  Brown  Bros,  in  the  foreclosure  of  that  claim,  and  the  | 
Nicaraguan  Government  understood  it  and  finally  the  Nicaraguan 
Goverr^ment  came  to  the  conclusion  that  they  ought  to  carry  out 
this  option  first,  because,  as  Judge  Douglas  says,  it  was  in  the  con- 
tract and  they  would  have  to  repudiate  it  in  order  to  get  out  of  it; 
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and,  secondly,  that  under  the  circumstances  it  was  better  to  have 
that  railroad  owned  as  well  as  operated  by  a  private  company  rather 
than  by  the  Government.  That  did  not  appeal  to  me  and  I  had 
nothing  to  do  with  the  approval  of  this  transfer  of  the  road  and  of 
the  stock  to  the  bank.  But  when  they  came  to  a  new  loan,  which  I 
did  have  something  to  do  with,  I  refused  to  approve  of  any  putting 
up  of  an  option  and  tried  to  prevent  even  the  putting  up  of  the  stock 
as  security,  but  they  said  they  could  not  get  this  money  which  they 
had  to  have  without  putting  up  the  stock  as  escurity,  I  then  de- 
manded the  right  to  redeem  them 

Mr.  Douglas.  I  will  state  what  that  is.  I  was  going  to  come  to 
that. 

Senator  Williams.  Before  you  go  into  that,  I  understood  you  to 
say  at  the  time  the  Government  of  Nicaragua  was  operating  this 
railroad  the  politicians,  who  constituted  the  Government,  were  giving 
so  many  favors  to  the  people  they  were  transporting  that  the  road 
was  not  being  operated  with  any  profit  to  the  Government  of  Nica- 
ragua. So  that  so  far  as  its  A^alue  to  the  Government  of  Nicaragua 
was  concerned  it  was  le^s,  in  your  opinion,  than  what  it  was  sold  for. 

Mr.  Douglas.  I  will  answer  you  in  this  way:  I  think  the  49  per 
cent  reserved  to  the  Government  of  Nicaragua,  the  road  being  con- 
trolled and  operated  by  America.ns,  and  I  believe  by  honest  Americans, 
too,  and  capable  Americans,  is  worth  more  than  100  per  cent  would 
be  worth  if  they  had  it  all  back  to-day. 

Senator  Williams.  Since  it  has  been  operated  as  it  is,  its  profits 
have  increased,  have  they  not? 

Mr.  Douglas.  I  think  the  profits  have  increased.  Of  course,  before 
this  time  the  profits  were  all  used  in  building  cars,  but  they  have 
stopped  that  now. 

Senator  Williams.  Do  you  know  what  the  gross  receipts,  or  I 
mean  the  net  receipts,  turned  into  the  Government  were  before  this 
time  and  what  the  net  receipts  turned  in  now  are? 

Mr.  Douglas.  There  were  practically  no  receipts  turned  in  to  the 
Government  before  the  Americans  went  down  there.  I  do  not  know 
how  it  worked  before  the  Americans  went  down  there  under  the 
Knox-Castrillo  arrangement,  but  I  know  during  that  arrangement 
there  was  no  money  turned  in  to  the  Government  because  it  was  all 
used  for  betterments,  for  building  cars,  and  practically  reconstructing 
the  track. 

Senator  Williams.  So  it  was  bringing  in  no  profits  ? 

Mr.  Douglas.  None  at  all.  I  think  the  closest  scrutiny  will  reveal, 
and  I  am  sure  this  committee  will  be  satisfied,  that  not  only  did 
Nicaragua  not  act  improvidently  about  it  but  she  acted  wisely  in 
selling  the  railroad. 

Senator  Smith  of  Michigan.  I  had  the  impression  that  they  had  no 
constitutional  right  to  dispose  of  that  property.  Did  you  consider 
that  phase  of  the  questioji  ? 

Mr.  Douglas.  Tlmt  question  was  not  submitted  to  me,  and  I  am 
not  very  familiar  with  the  Constitution. 

Senator  Smith  of  Michigan.  You  tlid  not  consider  that  j)hase  of  it 
in  passing  upon  the  bona  fides  of  the  contract? 

Mr.  Douglas.  I  sliould  not  tliink  that  would  affect  the  bona  fides. 
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Senator  Smith  of  Michigan.  That  question  did  arise,  as  a  matter  of 
fact,  that  45  per  cent  of  the  stock  placed  with  the  bankers  has  been 
earning  dividends;  51  per  cent 

Mr.  Douglas.  Yes,  sir. 

Senator  Smith  of  Michigan.  And  the  bankers  applied  the  profit  on 
that  stock  dividends  for  betterments  of  the  property,  have  they  not  ? 

Mr.  Douglas.  No,  sir. 

Senator  Smith  of  Michigan.  Have  they  paid  it  over  to  the  Govern- 
ment? 

Mr.  Douglas.  There  have  been  no  dividends  paid  as  yet,  but  we 
have  arranged  now  for  the  early  payment  of  dividends  on  account. 

Senator  Smith  of  Michigan.  As  a  matter  of  fact,  the  profit  has  gone 
into  the  road? 

Mr.  Douglas.  No,  sir. 

Senator  Shively.  From  what  fund  have  these  betterments  been 
made  ? 

Mr.  Douglas.  There  have  been  no  betterments  in  any  legal  sense , 
or  actual  sense  that  I  know  of  since  making  the  new  arrangements 
October  13,  and,  commencing  with  that  period,  the  railroad  was  owned 
51  per  cent  by  the  bankers  and  49  per  cent  by  the  Government;  but 
no  money  has  been  applied  to  betterments  since  that  time.  Prior  to 
that  time  betterments  were  put  in. 

Senator  Smith  of  Michigan.  Ties  and  new  rails? 

Mr.  Douglas.  Yes.  Of  course  ordinary  upkeep  has  been  looked 
after  as  by  any  railroad,  but  I  use  the  term  ''betterment"  in  a  larger 
and,  it  seems  to  me,  more  accurate  sense.  Now,  about  the  51  per 
cent  of  the  railroad,  I  have  said  all  I  think  I  can  say  about  it,  but  I 
do  want  to  say  something  about  the  49  per  cent. 

The  bankers,  when  we  negotiated  a  loan  of  $500,000,  asked  that  we 
renew  the  contract  pledging  the  receipts  of  the  customs  to  the  pay- 
ment of  this  debt  and  should  pay  the  money  on  account  of  this  debt. 
We  satisfied  them  in  the  course  of  time  the  Government  could  not 
live  that  way,  and  they  yielded  the  point  and  allowed  the  entire  reve- 
nues of  the  customs,  with  the  exception  of  a  sinking  fund  for  debt,  to 
which  I  will  call  your  attention  in  a  moment,  also  to  be  turned  over 
by  the  collector  of  customs  to  run  the  Government.  Then  they^ 
insisted  they  should  have  additional  security  in  the  shape  of  49  per 
cent  of  the  railroad  and  49  per  cent  of  the  bank.  Mr.  Bryan  insisted 
that  the  bank  and  railroad  stock  should  be  left  out.  I  went  back  and 
forth  to  New  York  and  did  everything  I  could  to  have  it  left  out  and, 
found  a  loan  would  have  failed  if  we  had  stood  by  that  position,  and 
I  got  them  to  agree.  Mr.  Bryan  then  suggested  there  should  be  some 
redemption  period;  that  a  mortgagee,  especially  in  the  West,  had  a 
certain  period  of  grace — four,  five,  or  six  months  or  a  year — in  which 
to  redeem  his  land.  I  told  Mr.  Bryan  I  did  not  think  we  could  accom- 
plish anything  along  that  line.  I  went  and  tried  to  get  them  to  give 
a  one,  two,  or  three  months  redemption  period  after  maturity  before 
they  could  sell  the  stock,  and  he  insisted  and  insisted  until  finally  we 
got  almost  to  the  breaking  point,  but  I  made  a  final  trip  to  New  York 
with  Mr.  Bryan's  ultimatum  that  if  they  did  not  allow  us  6  or  12 
months  to  redeem  there  would  be  no  more  support  whatsoever  to; 
anything  they  would  do  down  there,  and  they  finally  yielded;  and^ 
therefore  Nicaragua  has  a  period  of  12  months  in  which  to  redeem  her 
railroad  stock  before  they  can  sell  it.     Of  course  the  collection  of  cus- 
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rtoms  after  October  of  this  year  would  very  rapidly  pay  off  that  debt. 
That  bank  stock  and  railroad  stock  is  in  no  real  danger,  as  I  see  it. 

Secretary  Bryan.  Under  the  old  arrangement  it  would  enable  them 
to  take  that  stock  on  a  default  at  the  price  fixed — enable  them  to 
take  that  51  per  cent  over;  but  under  this  new  loan  they  put  up 
the  stock  as  security  and  have  a  time  after  the  default  of  a  year  for 
redemption  of  it.  At  the  end,  if  they  fail  to  redeem,  this  stock  must 
be  sold  at  what  it  is  then  worth,  not  the  fixed  price  as  heretofore  I 

Mr.  Douglas.  Yes,  sir. 

Secretary  Bryan.  And  I  think  tl  e  new  arrangement  is  very  much 
superior  to  the  old  one,  and,  as  far  as  I  know,  the  first  time  where 
any  of  those  countries  ever  got  a  chance  to  redeem  after  a  default. 

Senator  Smith  of  Michigan.  That  is  the  final  holding  ? 

Mr.  Douglas.  Yes. 

Senator  Hitchcock.  What  rate  of  interest  do  they  pay  on  their 
loans  ? 

Mr.  Douglas.  I  am  glad  you  asked  that 

Senator  Smith  of  Michigan.  Before  leaving  that,  when  you  say 
''they,"  do  you  refer  to  Brown  Bros.,  when  you  mention  going  to  New 
York? 

Mr.  Douglas.  Yes;  I  suppose  I  did;  Brown  Bros.,  and  J.  &  W. 
Seligman  &  Co.;  those  two  banking  houses  were  the  bankers  we 
found  in  charge  of  the  situation  in  the  adjustment  of  May  of  last  year. 

Secretary  Bryan.  Might  I  suggest  there  that  we  tried  to  get  other 
bidders  ? 

Mr.  Dquglas.  Yes;  we  tried  all. 

Secretary  Bryan.  The  Jarvis  folks  ? 

Mr.  Douglas.  Jarvis  went  to 

Secretary  Bryan.  The  ones  we  used  in  competition  with  Brown 
Bros.? 
-^    Mr.  Douglas.  Jarvis  went  to  London.     He  was  the  man  connected 
'T^with  the  National  Bank  of  Cuba;  a  man  of  some  ability  and  some 
note. 

The  Chairman.  A  firm  over  there  of  Speyer  &  Co.  ? 

Mr.  Douglas.  No,  sir. 

Senator  Smith  of  Michigan.  Just  about  the  Jarvis  matter.  It  was 
stated  yesterday,  I  think,  that  the  Jarvis  company  had  failed  to 
come  across.  As  a  matter  of  fact,  do  you  know  whether  they  failed 
to  come  across  or  whether  they  put  up  a  certified  check  for  a  large 
amount  as  evidence  of  their  goocf  faith  ? 

Mr.  Douglas.  They  said  they  would  put  up  $100,000,  but  we 
never  saw  the  check. 

Senator  Smith  of  Michigan.  Who  never  saw  it?  You  never  saw 
it? 

Mr.  Douglas.  I  never  saw  it,  nor  the  minister  of  finance. 

Secretary  Bryan.  We  never  did. 

Mr.  Douglas.  I  am  satisfied  they  did  not  do  it.  The  man  with 
whom  the  negotiations  were  made  and  who  signed  a  tentative  agree- 
ment - 1  mean  by  a  tentative  agreement  one  subject  to  the  approval 
of  Gen.  Diaz,  I  mean  President  Diaz — and  I  am  frank  to  say  I  ad- 
vised him  not  to  approve  that  contract. 

Secretary  Bryan.  Where  wa.s  it? 

Mr,  Douglas.  I  found  that  contract  in  existence,  that  tentative 
form,  when  I  returned  from  my  vacation  last  summer,  the  29th  of 
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August,  and  I  took  it  up  the  very  next  day,  and  notwithstanding  the 
fact  that  I  advised  Diaz  not  to  approve  that  contract  and  Cuadra  not 
to  advise  its  approval,  Mr.  Jarvis  went  to  Europe  and  tried  to  negotiate 
this  loan,  and  it  is  my  information  that  he  utterly  failed. 

Secretary  Bryan.  I  think  you  are  mistaken  about  that. 

Mr.  Douglas.  It  is  very  strange 

Secretary  Bryan.  You  state  it  in  your  own  way.  I  do  not  want  to 
take  issue  with  you. 

Mr.  Douglas.  I  have  only  stated  what  was  brought  to  my  atten- 
tion. I  can  not  state  what  was  in  the  mind  of  some  one.  I  know  I 
was  in  almost  daily  contact  with  Mr.  Cuadra,  the  minister  of  finance, 
and  it  is  incomprehensible,  if  he  ever  informed  Mr.  Cuadra,  that  Mr. 
Cuadra  would  not  tell  me  about  it  if  he  had  this  money,  because  of 
my  advice. 

Secretary  Bryan.  Did  you  see  Douglas  C.  Beer  ? 

Mr.  Douglas.  No,  sir;  I  never  saw  him  in  my  life. 

Secretary  Bryan.  Did  you  see  anyone  except  Jarvis  ? 

Mr.  Douglas.  I  never  saw  Jarvis  in  my  life.  Jarvis  sailed  for 
Europe  within  a  few  days  after  my  return.  I  never  saw  or  met  him 
at  all. 

I  was  going  to  say  this,  and  I  might  as  well  make  it  clear:  It  was 
on  my  advice  that  Mr.  Cuadra  went  back  to  Brown  Bros.  &  Seligman 
for  the  additional  loan.  I  know  in  the  first  place  the  money  the 
Nicaraguan  Government  then  reahzed 

Senator  Shively.  What  amount  was  that  ? 

Mr.  Douglas.  About  seven  hundred  and  odd  thousand. 

Senator  Shively.  When  was  that  due  ? 

Mr.  Douglas.  About  the  first  days  of  October,  1913.     **** 

Senator  Shively.  That  was  $750,000  ? 

Mr.  Douglas.  I  think  $711,000  was  the  exact  figure. 

Senator  Shively.  Then  an  additional  loan  was  made  at  that  time  ? 

Mr.  Douglas.  In  October. 

Senator  Shively.  How  much  of  an  additional  loan  ? 

Mr.  Douglas.  A  million  dollars,  exclusive  of  the  sale  of  the  railroad. 

Senator  Shively.  So  after  that  time  the  total  indebtedness  is. 
$750,000  ? 

Mr.  Douglas.  No,  sir;  $700,000  was  paid  out  of  that  $1,000,000 
loan. 

Senator  Smith  of  Michigan.  Paid  back  their  first  loan  ? 

Mr.  Douglas.  They  got  practically  no  money  except  the  million, 
out  of  the  railroad. 

Senator  Smith  of  Michigan.  Their  indebtedness  was  $1,000,000 
then? 

Mr.  Douglas.  $700,000  due  to  the  bankers  at  the  maturity  of  that 
old  Castro  debt  last  October  and  October,  1911. 

wSenator  Shively.  About  the  new  loan. 

Mr.  Douglas.  The  new  loan  was  $1,000,000  and  we  paid  out  of 
that  $711,000  that  was  due. 

Senator  vShively.  What  is  the  interest  charge  on  the  million-dollar 
loan  ?  1^ 

Mr.  Douglas.  Straight  6  per  cent.  1^ 

Senator  Smith  of  Michigan.  Who  approved  that  interest  charge  I 
Was  it  approved  by  our  Government  ? 

Secretary  Bryan.  Yes,  sir;  the  State  Department. 
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Senator  Smith  of  Michigan.  You  approved  that  ? 

Mr.  Douglas.  By  Diaz,  commissioner  of  finance. 

Secretary  Bryan.  After  I  was  satisfied  it  was  the  best  that  could 
"be  done  it  was  approved. 

Senator  Smith  of  Michigan.  Had  they  paid  as  much  as  that  in  the 
past  ? 

Mr.  Douglas.  Not  to  Brown  Bros.  &  Sehgman  Co.  There  was 
a  great  deal  of  dissatisfaction  in  the  mind  of  the  people  down  in 
Nicaragua  with  the  debt  of  $6,000,000  that  was  known  as  the  Ethel- 
burger  debt. 

Senator  Hitchcock.  That  debt  was  largely  excessive  ? 

Mr,  Douglas.  I  have  every  reason  to  think  that  debt  during  the 
regime  of  Zelaya 

Senator  Hitchcock.  Did  not  their  parliament  fmd  that  a  very 
small  portion  of  that  debt  ever  got  in  the  actual  treasury  ? 

Mr.  Douglas.  Probably  that  was  true;  probably  they  got  60  to 
75  per  cent. 

The  Chairman.  Who  got  that  ? 

Mr.  Douglas.  People  in  Nicaragua. 

Senator  Smith  of  Michigan.  Seventy-five  per  cent  of  the  $6,500,000  ? 

Mr.  Douglas.  I  think  so ;  yes,  sir. 

The  Chairman.  Who  got  the  25  per  cent  ? 

Mr.  Douglas.  I  do  not  know. 

Senator  Hitchcock.  Graft,  was  it  not  ? 

Mr.  Douglas.  Graft.  I  think  that  answers  it.  Graft  of  the  most 
unblushing  character,  but  that  debt  was  scattered..  The  Ethelburger 
debt  only  came  into  this  situation  in  a  collateral  way.  What  I  mean 
by  a  collateral  way  is  that  we  found  a  subsisting  obhgation  to  set 
aside  $75,000  a  month  from  the  customs  with  which  to  create  a  sinking 
fund  for  the  retirement  of  that  debt,  plus  interest. 

Senator  Hitchcock.  Is  that  being  carried  out  ? 

Mr.  Douglas.  That  is  being  carried  out.  The  only  subsisting  debt 
is  being  paid  now  out  of  the  customs  receipts. 

The  Chairman.  I  wamt  to  ask  somethijig  which  I  do  not  have  clear 
in  my  mind  about  the  $7 11, 000  Nicaragua  owed  when  you  became  con- 
nected with  the  business.  Was  that  a  remnant  of  this  $6,000,000 
indebtedness  ? 

Mr.  Douglas.  No,  sir;  that  has  no  relation  to  that  at  all,  Senator. 
That  is  a  remnant  of  the  partial  loan  that  Cuadra  received  for  Nicara- 
gua from  Brown  Bros,  and  Seligman  Co.  under  the  Castro  agreements 
and  proposed  treaty  made  two  or  three  years  before  that.  That  con- 
templated a  loan  of  $15,000,000  and  that  was  advanced  on  account  of 
it.  Advancements  on  account  of  it  carried  with  it  the  appointment  of 
the  collector  of  customs. 

Nicaragua  would  not  have  suffered  so  seriously  had  the  $15,000,000 
loan  gone  through,  but  all  sense  of  proportion  was  lost  m  that  she 
had  all  these  things  to  do  to  pay  and  got  no  loan.  The  bankei-s  were 
not  bound  to  advance  it.  Tney  had  a  provision  giving  them  a  right 
to  take  the  bonds  at  $95  or  $96,  somewhere  along  there,  but  did  not 
take  them. 

Senator  Smith  of  Michigan.  Thev  parted  with  their  most  valuable 
property  when  they  parted  with  tneir  railroad.  They  had  nothing 
else  to  pledge  ? 
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Mr.  Douglas.  They  had  their  custom  receipts  to  pledge. 

Senator  Hitchcock.  Besides  the  $1,000,000  they  owed  to  Brown 
Bros,  and  Sligman  and  the  $6,000,000  still  remaining  on  the  old 
Ethelbnrger  debt,  are  there  not  other  debts  ? 

Mr.  Douglas.  Yes,  sir. 

Senator  Hitchcock.  What  are  they  ? 

Mr.  Douglas.  Well,  we  estimate  that  when  the  mixed  claims  com- 
mission finishes  its  work  there  will  be  probably  a  million  and  a  half 
of  dollars  due.  That  is  a  guess.  They  have  6,000  claims;  they  have 
passed  on  about  3,500  and,  as  the  Secretary  says,  they  have  largely 
passed  on  the  smaller  claims.  I  might  say  in  passing  that  notwith- 
standing the  vety  high  salaries  I  think  they  are  doing  very  excellent 
work. 

Senator  Hitchcock.  Let  us  stick  right  to  that.  That  is  not  a 
bonded  debt.  Is  there  any  other  bonded  debt  besides  tjie  bankers* 
debt  and  the  old  Ethelburger  debt  ? 

Mr.  Douglas.    I  think  not. 

Senator  Hitchcock.  Was  that  Ethelburger  debt  incurred  to  build 
the  railroad. 

Mr.  Douglas.  I  am  sorry  I  can  not  answer  you,  but  I  do  not  think 
so. 

Senator  Smith  of  Michigan.  It  was  not. 

The  Chairman.  You  stated  a  moment  ago,  as  I  understood,  that  / 
the  indebtedness  of  Nicaragua  at  t-his  time  was  between  ten  and/ 
twelve  million  dollars  ? 

Mr.  Douglas.  Yes,  sir. 

The  Chairman.  That  indebtedness  consists  of  $1,000,000  due 
Brown  Bros,  and  Seligman  and  $6,000,000  of  the  former  loan  of  which 
you  spoke  ? 

Mr.  Douglas.  Yes,  sir. 

The  Chairman.  That  makes  seven  and  a  half  million  dollars  ? 

Mr.  Douglas.  Yes,  sir. 

The  Chairman.  What  is  the  other  four  or  five  million  dollars  ? 

Mr.  Douglas.  If  you  will  let  me  answer  so  that  my  answer  will  be 
of  some  value 

The  Chairman.  And  how  is  it  secured  ? 

Mr.  Douglas.  It  is  not  secured  at  all.  Let  me  answer  you  in  this 
way,  and  if  the  stenographer  will  make  a  note  of  it  I  will  send  to  the 
committee  a  copy  of  a  letter  written  by  the  minister  of  finance  to  the 
Secretary  of  State  two  or  three  months  ago  in  which  he  sets  out 
details  of  how  this  debt  reaches  the  sum  of 

Senator  Shively.  That  is,  the  minister  of  finance  of  Nicaragua  and 
the  Secretary  of  State  of  the  United  States  ? 

Mr.  Douglas.  Yes,  sir;  that  is  on  the  supposition  that  it  would  be 
wise  to  bring  this  treaty  to  the  attention  of  this  committee  to  the  end 
that  whatever  was  to  be  done  to  Nicaragua  would  be  done.  For  12 
months  she  has  been  in  mid  air,  not  knowing  what  was  going  to 
happen,  and  that  letter  points  to  that  primary  purpose. 

The  Chairman.  Can  you  furnish  this  committee  with  a  detailed 
statement  showing  what  the  indebtedness  of  that  Republic  is  and  to 
whom  the  several  items  of  indebtedness  are  due  and  the  interest 
borne  and  the  securities  supporting  the  indebtedness  ? 

Mr.  Douglas.  I  should  be  very  glad  to  do  that^  Senator.  I  think 
I  can  do  that  with  accuracy,  although  of  course  we  can  not  itemize 
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«very  item.  For  instance,  several  hundred  thousand  dollars  is  due 
to  employees — there  are  even  amounts  due  to  school  teachers. 

Senator  Hitchcock.  Did  you  explain  why  it  was  that  Nicaragua 
found  it  necessary  to  increase  the  indebtedness  in  New  York  from 
$750,000  to  a  million,  and  I  do  not  remember  what  ? 

Senator  Smith  of  Michigan.  He  said  they  got  a  little  of  it. 

Mr.  Douglas.  Let  me  answer  you  this  way.  Senator:  In  the  first 
place  the  million  dollars  was  only  a  drop  in  the  bucket  of  what  Nica- 
ragua needed.  She  had  to  have  some  money;  she  did  not  have  any 
money  whatever.  You  see,  the  loan  was  maturing  in  the  early  days 
of  October,  1913,  on  the  $750,000,  and  there  was  a  lien  on  the  customs 
receipts  for  the  collection  of  that  money,  and  if  the  bankers  had  en- 
forced their  rights  under  the  contract,  they  could  have  continued  to 
hold  all  the  customhouse  offices  and  all  of  the  receipts,  including  the 
receipts  from  the  internal  revenue. 

Senator  Smith  of  Michigan.  Which  bankers  do  you  speak  of? 

Mr.  Douglas.  Brown  Bros,  and  Seligman  Co.  are  the  only  bankers 
I  know  of  it  connection  with  the  Nicaraguan  affair. 

Senator  Smith  of  Michigan.  Why  was  it  not  sufficient  to  renew  the 
loan  with  them  for  $750,000  ?     Why  increase  it  to  $1,000,000  ? 

Mr.  Douglas.  Because  they  needed  the  money  very  badly. 

Senator  Smith  of  Michigan.  That  is  what  I  want  to  see. 

Mr.  Douglas.  Let  me  show  you  from  this  rough  statement  what 
was  done  with  that  money.  We  got  $2,000,000  in  round  numbers — 
a  million  from  the  railroad  and  a  million  dollars  from  the  loan — 
$711,000  paid  to  the  bankers;  $300,000  added  to  the  commission  and 
exchange  fund  for  the  redemption  of  that  currency.  You  see,  they 
had  gone  through  all  the  $1,000,000.  Chamorro  came  here  and 
asked  me  to  act  as  his  counsel  in  the  matter.  We  found  that  situa- 
tion, Tney  had  gotten  almost  to  the  point  of  finishing  the  red  mo- 
tion of  this  whole  money,  and  it  was  not  deemed  wise  to  step  back- 
ward to  the  old  system,  and  Conant  said:  ''We  have  to  add  $300,000 
to  still  further  protect  that  exchange  fund,"  so  they  wanted  $300,000 
there,  and  $711,000  there;  there  is  $1,110,000  we  had  to  pay  out. 
We  had  to  pay  increased  bank  stock  $200,000;  then  there  was  interest, 
$60,000 

Senator  Hitchcock.  On  what? 

Mr.  Douglas.  On  the  $1,000,000  loan.  That  was  added  to  the 
note  itself.  I  have  not  got  a  detailed  statement  of  every  dollar 
spent.     I  never  acted  as  treasurer  or  finance  agent. 

Senator  Hitchcock.  Was  the  interest  paid  in  advance?  What  I 
am  trying  to  get  at  is  this:  Is  Nicaragua  smkmg  deeper  in  debt  or  do 
her  revenues  suffice  to  pay  her  operating  expenses  and  interest? 

Mr.  Douglas.  The  letter  I  will  send  you  from  Mr.  Cuadra  to 
Secretary  Bryan  states — and  I  went  over  it  carefully,  spending  a 
good  many  hours  on  several  occasions  with  Mr.  Cuadra.  lie  says 
that  the  revenues  of  the  Government  will  enable  them  to  borrow 
$10,000,000  and  to  run  the  Government  and  to  pay  the  interest 
on  the  debt  and  have  about  $200,000  a  year  left.  Of  course,  Nica- 
ragua, it  might  be  said,  will  be  stepping  backward  if  it  were  not  for 
the  fact  that  her  railroad  and  the  bank  and  the  customs  receipts  are 
all  substantially  improving,  and  if  Nicaragua  had  these  matters  out 
of  the  way  and  no  longer  in  the  field  of  debit  and  knew  just  where  she 
stood,  and  if  capital  could  be  permitted,  not  induced,  but  she  is 
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almost  in  the  position  where  capital  only  wants  to  be  permitted  to 
go  into  Nicaragua — I  mean  American  capital.  Nicaragua  has  so 
come  to  the  front  that  I  think  she  could  stand  easily  a  loan  of 
$10,000,000  or  $12,000,000. 

Secretary  Bryan.  To  take  up  all  these  things  ? 

Mr.  Douglas.  To  take  up  these  things. 

The  Chairman.  The  internal  revenue,  is  that  an  important  item 
of  their  resources  ? 

Mr.  Douglas.  Yes,  sir;  they  realize  over  a  million  a  year, 

Senator  Hitchcock.  What  would  her  per  capita  indebtedness  be 
if  she  had  $10,000,000? 

Mr.  Douglas.  I  could  not  answer  that.  Senator. 

Senator  Hitchcock.  My  impression  is  we  figured  that  out,  and 
it  would  be  more  than  the  per  capita  indebtedness  of  the  United 
States. 

Senator  Smith  of  Michigan.  It  would.  ^ 

Secretary  Bryan.  The  population  is  about  600,000.    ^^^ 

Senator  Smith  of  Michigan.  Then  it  would  be  more  than  the  per 
capita  indebtedness  of  the  United  States  and  a  much  higher  rate  of 
interest.     Now,  can  the  people  stand  that  ? 

Mr.  Douglas.  They  can  stand  it  better  than  going  deeper  and 
deeper  and  deeper  into  the  mire  until  after  awhile  there  will  be  no 
Nicaragua  there  except  on  the  map  as  a  physical  proposition.  Nica- 
ragua can  not  survive  in  the  present  state  of  matters.  You  might 
as  well  eliminate  it.  Any  government  will  go  to  pieces  without 
money.  I  will  answer  this  way.  I  do  not  know  what  will  be  the 
per  capita,  but  Nicaragua  owes  this  money.  She  might  go  forward 
and  repudiate  the  other  debt. 

Senator  Hitchcock.  As  a  matter  of  fact  Nicaragua  has  not  twice 
the  population  of  the  city  of  Washington  ? 

Mr.  Douglas.  It  is  not  more  than  that,  I  think. 

Senator  Hitchcock.  All  poor  people  % 

Senator  Smith  of  Michigan.  It  is  about  450,000. 

Mr.  Douglas.  More  than  that.  Senator. 

Senator  Smith  of  Michigan.  In  your  treaty,  which  you  were  dis- 
cussing awhile  ago — the  difference  between  the  other  treaty  and  this 
one — you  have  made  one  change.  The  money  that  was  to  be  paid 
under  the  old  treaty  was  to  go  to  representatives  of  the  United  States 
Government  and  of  the  Nicaraguan  Government  % 

Mr.  Douglas.  Yes,  sir. 

Senator  Smith  of  Michigan.  I  see  you  have  taken  that  out  and 
the  money  is  to  go  directly  to  the  minister  of  finance,  who  is  now 
here,  I  believe  ? 

Mr.  Douglas.  Yes,  sir. 

Senator  Smith  of  Michigan.  To  be  disposed  of  as  he  desires  ? 

Mr.  Douglas.  Disposed  of  under  the  law. 

Senator  wSmith  of  Michigan.  But  it  is  to  go  direct  to  him  ? 

Mr.  Douglas.  It  is  to  go  direct  to  him,  to  the  debts  of  Nicaragua. 

Senator  Smith  of  Michigan.  This  commission,  rather  ? 

Mr.  Douglas.  Yes,  sir. 

Senator;  Hitchcock.  The  statement  has  been  made  to  me  that\\ 
the  Cuadra  family  owns  Nicaragua.  Is  it  true  that  the  Cuadra  J  I 
family  runs  Nicaragua  ?  ^  ' 
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Mr.  Douglas.  I  do  not  think  it  is  true.  President  Diaz  is  a  pretty 
strong  individual.     He  is  not  a  member  of  the  Cuadra  family. 

Senator  Hitchcock.  I  have  heard  that  the  secretary  of  finance  is 
i Cuadra;   the  confidential  agent  for  the  loan  is  another  Cuadra? 
Mr.  Douglas.  Who  is  he? 
Senator  Hitchcock.  I  do  not  know. 

Mr.  Douglas.  There  is  no  confidential  agent  for  the  loan. 
Senator  Hitchcock.  The  judge  on  the  Mixed  Claim  Commission  is 
Cuadra  ? 

Senator  Smith  of  Michigan.  Yes. 

Senator  Hitchcock.  And  the  private  secretary  to  the  President 
is  a  Cuadra,  and  the  Cuadra  family  really  run  the  Republic  ? 

Mr.  Douglas.  Well,  the  Chamorro  family  is  a  very  powerful  family, 
and  Mr.  Cuadra — the  Cuadra  family — does  not  run  Gen.  Chamorro, 
who  was  the  head  of  the  revolution,  who  is  now  minister  to  the 
United  States,  and  I  am  equally  assured  they  do  not  run  the  Presi- 
dent of  Nicaragua,  and  if  thev  run  the  Congress  of  Nicaragua  it  must 
be  because  they  are  so  powerful  in  numbers  and  in  influence  that  they 
simply  have  it. 

Senator  Smith  of  Michigan.  Is  it  not  a  fact  that  President  Diaz) 
was  the  secretary  of  an  American  company  at  the  time  he  was  put' 
into  the  presidency  ? 

Mr.  Douglas.  I  think  that  is  true. 
t|^i     Senator  Smith  of  Michigan.  He  was  getting  a  very  small  and  in- 
l|f!  consequential  salary,  about  $1,000  a  year  as  a  secretary  of  an  Ameri- 
1 1 1  \  can  company,  and  he  has  been  maintained  in  the  presidency  largely 
through  the  presence  of  our  marines  there,  has  he  not  ? 

Mr.  Douglas.  I  do  not  know,  but  I  do  not  think  so.     I  do  know 
that  the  overwhelming  majority  of  the  Congress  in  Nicaragua  is  in 
sympathy  with  him,  and  I  have  seen  no  evidence  of  the  fact  that  reyo-  ^ 
/lution  is  threatening  there;  that  a  revolution  has  been  threatening  y 
/    there  almost  every  month  I  am  free  to  admit  I  believe  is  true.     That, 
/      however,  is  no  reflection  on  the  President  of  Nicaragua. 
/  The  Chairman.  Do  you  know  whether  President  Diaz  and  his 

I     .  Government  desires  that  these  marines  remain  at  the  capitol? 
I  \       Mr.  Douglas.  I  think  they  prefer  they  should  remain  there  on 
I  }   the  principle  that  their  very  presence  will  enable  him  to  suppress 
I  I    revolution  without  resort  to  force  to  do  it. 

\         The  Chairman.  You  mean  using  these  marines  for  that  purpose  ? 

V        Mr.  Douglas.  I  mean  in  the  event  there  is  a  revolution  there, 

1   perhaps.     But  he  has  never  used  them  and  there  has  been  no  revolu- 

\   tion  since  he  came  in.     That  he  desires  them  to  remain  there  I  have 

i   no  reason  to  doubt. 

Senator  Hitchcock.  Is  the  feeling  friendly  toward  the  United 
States  ?     You  have  not  been  down  there  ? 

Mr.  Douglas.  I  have  not  been  down  there.  Absolutely,  en- 
tirely so. 

Senator  Williams.  What  would  be  the  objection,  the  object  of 
this  loan  being  to  pay  the  debts  of  Nicaragua  to  help  get  her  out  of 
this  financial  stress — what  would  be  the  objection  to  providing  in  the 
treaty  for  its  direct  payment  to  the  creditors  ? 

Mr.  Douglas.  I  think  Nicaragua  would  object  to  that. 
Senator  Shively.  You  think  Nicaragua  would  object? 
Mr.  Douglas.  I  think  she  would. 
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Ss lator  Smith  of  Mi  higan.  Why? 

Senator  Williams.  Brown  Bros,  and  Seligman  to  advance  it  and 
cancel  it  and  pay  the  balance  to  Nicaraojua. 

Mr.  Douglas.  Yet  this  money  will  all  be  paid  to  the  real  creditors 
of  Nicaragua  and  paid  intelligently.  I  think  we  can  arrange  to 
satisfy  this  committee  as  to  that. 

Senator  Saulsbury.  I  suggest  that  Judge  Douglas  prepare  a  brief 
argument,  and  I  know  he  can  prepare  a  brief  which  we  can  all  under- 
stand and  get  all  the  points  of  his  argument.  I  think  it  would  be 
very  desirable  for  the  committee  to  have  that. 

Mr.  Douglas.  I  am  going  to  give  you  copies  of  the  present  con- 
tracts of  Nicaragua. 

The  Chairman.  When  can  you  let  us  have  them  ? 

Mr.  Douglas.  I  have  them  here.  They  are  as  follows:  First,  the 
Republic  of  Nicaragua  and  National  Bank  of  Nicaragua  (Inc.); 
second,  the  Republic  jof  Nicaragua  and  Ferrocarril  del  Pacifico  de 
Nicaragua,  agreement;  third,  the  Republic  of  Nicaragua  and  Brown 
Bros.  &  Co.  and  J.  &  W.  Seligman  &  Co.,  agreement  for  purchase  of 
Trea  ury  bills  fourth,  the  Republic  of  Nicaragua  and  United  States 
Mortgage  &  Trust  Co.;  fifth,  the  Republic  of  Nicaragua  and  BrowTi 
Bro-.  &  Co.  and  J.  &  W.  Seligman  &  Co.,  agreement  for  purchase  of 
railroad  and  bank  stock. 

Wastiington,  D.  C,  May  IS,  1914. 
Hon.  William  J.  Bryan, 

Secretary  of  State,  Washington,  D.  C. 

My  Dear  Mr.  Secretary:  In  view  of  the  delay  in  getting  through  the  treaty 
between  the  United  States  and  Nicaragua — I  of  course  understand  it  has  not  been 
possible  for  th3  administration  to  have  the  treaty  acted  upon  before  this — I  feel  it 
my  duty  as  the  financial  agent  of  Nicaragua  to  present  to  you  the  financial  and  general 
situation  of  Nicaragua  with  the  specific  purpose  in  view  of  asking  you  to  use  your 
good  offices  with  the  bankers  in  New  York  to  induce  them  to  help  the  Republic  of 
Nicaragua  over  and  through  the  present  crisis. 

My  observations  and  suggestions  contained  in  the  body  of  this  letter  are  necessarily 
based  upon  the  assumption  that  the  treaty  will  be  presented  and  acted  upon  before 
the  adjournment  of  the  present  session  of  Congress,  for,  I  am  sure  you  will  permit  me 
to  say,  that  such  a  course  is  absolutely  essential  if  the  treaty  is  to  be  adopted  at  all 
and  any  relief  is  to  result  therefrom  to  Nicaragua  in  her  present  distressed  financial 
condition. 

You  doubtless  know  that  my  country  has  been  for  more  than  a  score  of  years  under 
the  pressure  of  bad  administration  and  that  since  the  commencement  of  the  adminis- 
tration of  President  Diaz  great  and  energetic  efforts  have  been  made,  with  the  aia  of 
American  experts,  to  put  the  Republic  on  a  sound  financial  basis. 

The  original  plans  formulated,  with  which  you  are  doubtless  in  a  measure  familiar, 
contemplated  the  placing  of  a  permanent  loan  of  $15,000,000,  and  if  this  plan  had 
been  carried  out  Nicaragua  would  be  in  good  financial  condition  now  and,  in  my 
judgment,  peace,  order,  and  prosperity  would  have  everywhere  prevailed  through- 
out the  country;  but  various  circumstances  and  events  intervened  that  caused  Nica- 
ragua to  suffer  from  an  utter  inability  on  its  part  to  prosecute  to  a  successful  termi- 
nation negotiations  for  a  permanent  loan,  and  the  result  was  temporary  loans  were 
made,  and  the  Republic  was  in  consequence  compelled  to  go  along  halt  and  lame 
because  of  the  inability  of  the  administration  to  finance  the  Republic. 

At  the  commencement  of'  lli'e  pre&'6ftlK^dministration  of  the  affairs  by  the  United 
States  the  Republic  of  Nicaragua  owed  to  fttie  bankers  of  New  York  (Brown  Bros,  and 
Seligman  &  Co.)  the  sum  df  $728,575.26,  ai^  there  was  outstanding  an  option  running 
to  and  in  favor  of  the  bankers,  to jpurch^  51  per  cent  of  the  railroad,  then  wholly 
ownedb;^the  Government  for  tJieggm  of  $1,000,000.  I  should  have  stated  before 
tKal''tKatm^^"T?TB15^y*fiMT5*g<S!^  the  Government  in  putting  into  execution 

the  plan  of  the  American  financial  experts  to  put  the  country  upon  a  sound  financial 
basis.  There  was  involved  in  this,  among  other  things,  the  organization  and  opera- 
tion of  the  National  Bank  of  Nicaragua. 
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The  currency  of  the  country,  before  the  adoption  of  the  plans  of  the  American 
financial  experts,  consisted  of  legal  tender  notes,  not  guaranteed.  There  was,  ante- 
cedent to  the  initiation  of  the  new  financial  plan  of  Nicaragua,  and  commencing 
with  the  administration  of  President  Diaz,  in  circulation  about  $48,760,000  in  paper 
money  of  the  country,  and  the  prevailing  rate  of  exchange  at  that  time  was  $2,000 
of  the  money  of  Nicaragua  for  $100  of  American  money.  To  get  rid  of  this  currency,  > 
the  bankers  of  New  York  loaned  to  Nicaragua,  in  round  numbers,  $2,000,000,  but  the 
Republic  was  compelled  immediately  to  begin  the  repayment  of  this  money,  it  hav- 
ing been  secured  at  the  time  of  the  making  of  the  loan  by  pledge  of  the  customa?^ 
C  Teceipts.     Notwithstanding  this  handicap,  the  Republic  of  Nicaragua  retired  from 

^  ^  '  circulation  $24,000,000  in  billetts,  th«eby  reducing  the  rate  of  exchange  from  $2,000 
to  $100  American  money  to  $1,250  to  $100  American  gold,  and  this  was  all  done  on 
'  '^  xidvice  of  American  financial  experts  who  went  to  Nicaragua  to  study  the  matter 
on  the  ground.  And  hence  very  little  of  the  proceeds  of  the  $2,000,000  loan  went 
to  the  payment  of  the  pressing  debts  of  the  Republic,  so  that  it  transpired,  as  stated 
above,  that  at  the  tine  of  tlie  comn  encen  ent  of  your  distinguishing  services  as  Sec- 
retary of  State  Nicaragua  was  indebted  to  the  bankers  in  the  sum  of  $728,575.26, 
with  the  outstanding  option  of  the  railroad,  as  stated  above. 

In  October  of  the  year  1913  the  Republic,  under  the  option  aforesaid,  sold  to  the 
bankers  51  per  cent  of  the  railroad  company  for  the  sum  of  $1,000,000,  at  the  same 
time  negotiating  a  loan  for  $1,000,000,  but  this  money  was  expended  in  the  following 
manner: 

Due  to  the  bankers $728,  575.  26 

Republic's  portion  of  the  increase  of  the  capital  stock  of  the  bank 47, 000.  00 

For  the  increase  of  the  exchange  fund  — 350, 000.  00 

Amounts  due  on  account  of  current  salaries  and  other  expenses  of  the 
Government 874,  424.  74 

From  this  statement  it  will  be  seen  that  Nicaragua  only  realized  for  its  governmental 
exigencies  and  the  payment  of  its  Government  debts,  out  of  this  October  transaction, 
$874,424.74. 

It  will  be  seen,  therefore,  that  the  Republic  owes  the  bankers  in  New  York  $1,060,000 
with  interest  added  up  to  October,  1914. 

I  think  all  of  us  are  agreed  that  the  monetary  reform  system,  which  has  already 
cost  Nicaragua  a  very  considerable  sum,  should  be  continued,  but  I  fear  this  can  not 
be  done  if  the  Republic  is  not  financed. 

Let  me  give  to  you  in  this  connection  and  in  a  tabulated  way  the  financial  obli- 
gations of  the  Government  (the  several  amounts  being  stated  in  American  money): 

1.  Ethelburger  debt  ($31,500  for  payment  of  interest  and  the  creation  of 

the  sinking  fund  being  secured  by  lien  on  the  customs  receipts) $6, 000,  000 

2.  Brown  Bros,  and  SeUgman  &  Co. ,  due  Oct.  8,  1914 1, 060,  000 

3.  Correspondent,  for  orders  executed  in  several  years 378, 080 

4.  Emery  claim 500, 000 

'^^•d.  Creditors  in  gold,  cash  loaned  to  the  Government  in  different  years. . .     1,  645, 072 
—-6.  Other  accounts 3, 478,  387 

Total 13,061,539 

This  statement  does  not  include  the  unpaid  judgments  of  the  Mixed  Claims  Com- 
mission, nor  does  it  include  the  amounts  that  may  be  yet  ordered  to  be  paid  by  the 
judgments  of  the  Mixed  Claims  Commission. 

It  is  reasonably  safe  to  say  that  the  estimate  of  the  last  budget  of  the  Government  is 
true  in  the  statement  that  there  should  be  for  the  present  fiscal  year,  for  the  Govern- 
ment, a  gross  income  of  $3,800,009,  made  up  as  follows: 

Customhouse  receipts,  estimated $1,  800, 000 

From  liquors  and  tobacco,  tax 1, 500, 000 

Income  from  telephones  and  telegraphs,  railroads,  railroad  dividends,  etc.        500, 000 

Total 3,  800, 000 

The  running  expenses  of  tho  Government  might  be  safely  estimated  to  be  $3,200,000. 
There  should,  therefore,  be  left  for  the  payment  of  interest,  sinking  fund,  etc.,  from  the 
yearly  gross  income  of  the  Government,  even  on  the  basis  of  the  present  pressed  con- 
ditions there  prevailing,  $6()0,(X)(). 

Tho  debts  of  pressing  nature  really  amount  to  about  $5,000,000.  Tho  balance  of  the 
indobtodne.ss  of  the  Republic  over  and  above  the  $5,000,000  and  inclusive  of  tho 
Ethelberger  debt,  do  not  require  immediate  financing.  To  put  Nicaragua  on  the 
basis  of  any  sort  of  permanency,  therefore,  $5,000,000  is  necessary. 
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As  I  stated  before,  my  estimates  of  the  immediate  and  pressing  needs  of  the  Govern- 
ment, without  which  the  Government  can  not  for  many  days  exist,  is  based  upon  the 
assumption  that  the  treaty  will  be  acted  upon  before  the  present  Congress  of  the 
United  States  shall  adjourn. 

In  sending  this  letter  to  you,  I  am  doing  so  for  the  specific  purpose  of  asking  for  a 
conference  with  you  and  our  counsel,  Mr.  Douglas,  hoping  that  the  result  of  this  con- 
ference will  be  the  issuance  of  the  request  by  you  to  the  bankers  for  a  conference  here 
in  your  office  in  Washington,  which  conference  will  have  for  its  purpose  devising  the 
ways  and  means  to  help  immediately  tjie  situation  which  I  have  tried  clearly  to  detail 
in  this  letter. 

I  beg  to  remain  yours,  very  truly, 

Pedro  Rafael  Cuadra. 

Financial  Agent  of  Nicaragua. 


Exhibit  L. 

Agreement. 

the  republic  of  nicaragua  and  national  bank  of  nicaragua  (inc). 

[Dated  October  8, 1913.] 

Agreement,  made  at  the  City  of  New  York  this  8th  day  of  October,  1913,  between 
the  Republic  of  Nicaragua,  hereinafter  called  the  "Republic,"  party  of  the  first 
part,  and  National  Bank  of  Nicaragua  (Inc.),  hereinafter  called  the  "bank,"  party 
of  the  second  part,  witnesseth: 

Whereas  the  law  of  March  20,  1912,  of  the  Republic,  hereinafter  called  the  "Mone- 
tary law,"  authorized  the  bank  as  the  agent  of  the  Republic  to  issue  bank  notes  in 
exchange  for  the  National  currency  then  in  circulation;  and 

Whereas  said  monetary  law  provided  for  the  setting  aside  of  certain  moneys,  which, 
together  with  any  additions  or  increments  thereto,  should  constitute  a  fund  called 
the  "Exchange  fund  ";  and 

Whereas,  in  order  to  further  guarantee  the  stability  of  the  currency,  it  is  deemed 
expedient  to  increase  said  exchange  fund  and  to  have  the  same  administered  by 
said  bank: 

Now,  therefore,  for  and  in  consideration  of  the  premises  and  of  the  mutual  covenants 
and  undertakings  hereinafter  contained,  it  is  hereby  agreed  as  follows: 

First.  The  exchange  fund  mentioned  in  article  ninth  of  the  monetary  law,  and  all 
replenishments,  additions,  and  increments  thereto,  shall  hereafter  be  held  and  ad- 
ministered by  the  bank,  and  shall  be  deposited  in  special  accounts  in  New  York  or 
London,  apart  from  the  funds  of  the  bank. 

Second.  The  Republic  shall  forthwith  pay  or  cause  to  be  paid  to  the  bank  the  sum 
of  $350,000  as  an  addition  to  said  exchange  fund. 

Third.  If,  whenever,  and  as  often  as  the  exchange  fund  deposited  in  New  York  and 
London  shall  fall  below  $100,000,  United  States  gold,  the  same  shall  be  replenished 
as  hereinafter  provided  until  such  exchange  fund  shall  amount  to  $200,000,  United 
States  gold. 

Said  replenishment  shall  be  effected  as  follows: 

Whenever  said  exchange  fund  deposited  in  New  York  and  London  as  aforesaid 
shall  fall  below  $100,000,  United  States  gold,  the  bank  shall  notify  the  minister  of 
finance  of  the  Republic  and  the  collector  general  of  customs;  thereafter  and  until 
said  fund  so  deposited  shall  have  bo^n  increased  to  $200,000,  United  States  gold,  the 
collector  general  of  customs  shall,  at  least  monthly,  after  paying  the  expenses  attend- 
ing the  collection  of  customs,  after  remitting  to  New  York  or  Europe  the  sums  required 
for  the  service  of  the  1909  bonds  of  the  Republic,  as  required  by  the  agreement  of 
May  25,  1912,  between  the  Republic  and  the  corporation  of  foreign  bondholders,  and 
after  setting  aside  such  sums,  if  any,  as  may  be  required  by  the  indemnity  agree- 
ment between  the  Republic  and  said  corporation  of  foreign  bondholders,  dated 
October  31,  1912,  deposit  with  the  bank  as  additions  to  the  exchange  fund  a  sum  equal 
to  25  per  cent  of  the  total  gross  amount  of  said  customs. 

This  provision  for  the  replenishment  from  time  to  time  of  the  exchange  fund  shall 
be.  and  is  hereby,  made  a  lien  and  charge  on  the  customs  of  the  Republic,  subsequent 
only  (1)  to  the  lien  established  in  favor  of  the  holders  of  1909  bonds  by  the  agreement 
of  May  25,  1912,  above  referred  to,  and  (2)  to  the  lien  in  favor  of  the  corporation  of 
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foreign  bondholders  in  accordance  with  the  indemnity  agreement  of  October  31,  1912, 
above  mentioned. 

As  the  bank  notes  issued  under  the  monetary  law  have  been  and  will  continue  to 
be  issued  by  the  bank  solely  as  the  agent  of  the  Republic,  the  Republic  will  hold 
the  bank  harmless  against  any  claims  that  may  be  made  against  it  by  reason  of  such 
notes. 

Fourth.  The  Republic  shall  forthwith  pay  or  cause  to  be  paid  to  the  bank  all  sums 
on  deposit  with  the  United  States  Mortgage  &  Trust  Co.  under  the  provisions  of  an 
agreement  known  as  the  "Treasury  bills  agreement,"  dated  September  1,  1911, 
between  the  Republic  and  Brown  Bros.  &  Co.  and  J.  &  W.  Seligman  &  Co.,  and  also 
all  sums  which  may  be  remitted  to  said  trust  company  for  account  of  the  Republic 
or  as  part  of  the  exchange  fund;  and  the  bank  shall  thereupon  hold  and  dispose  of 
said  sums  upon  the  same  trusts  and  for  the  same  purposes  as  under  existing  contracts 
■would  govern  their  disposition  in  the  hands  of  said  trust  company.  The  present 
agreement  shall  be  sufficient  authority  to  the  United  States  Mortgage  &  Trust  Co.  to 
make  the  payments  aforesaid. 

Fifth.  The  Republic  shall  forthwith  pay  or  cause  to  be  paid  to  the  bank  the  follow- 
ing sums: 

1.  Ten  thousand  dollars  as  compensation  for  the  bank's  services  in  connection 
with  the  conversion  of  the  national  currency,  from  August  1,  1913,  to  July  31,  1914, 
inclusive. 

2.  Sixty  thousand  dollars  or  such  other  sum  as  may  still  be  owing  from  the  Republic 
to  the  bank  on  account  of  the  loan  of  1,500,000  pesos  which  became  due  on  February 
8,  1913,  or  on  account  of  any  other  transaction  between  the  Republic  and  the  bank. 

3.  Thirty  thousand  dollars  or  such  other  sum  as  may  be  owing  from  the  Republic 
to  the  bank  on  account  of  advances  recently  made  for  army  pay  rolls  and  other  Gov- 
ernment expenses. 

Sixth.  The  collection  of  the  internal  revenue  of  the  Republic,  at  present  in  charge 
of  the  bank,  shall  be  resumed  by  the  Republic  and  the  payment  of  the  interest  on 
the  internal-revenue  bonds  of  the  Republic  shall  no  longer  be  made  through  the  bank. 

Seventh.  This  agreement  shall  be  deemed  to  be  and  shall  be  construed  as  a  New 
York  contract. 

Eighth.  Within  10  days  from  the  date  hereof  the  Republic  shall  file  with  the  De- 
partment of  State  of  the  United  States  of  America,  an  original  executed  counterpart  of 
this  contract. 

Ninth.  Upon  the  execution  hereof  the  originals  of  this  contract  shall  be  deposited 
with  Curtis,  Mallet-Prevost  &  Colt,  No.  30  Broad  Street,  New  York  City,  in  escrow  to 
be  delivered  by  them,  one  to  Seiior  Don  Pedro  Rafael  Cuadra,  one  to  National  Bank 
of  Nicaragua,  (Inc.),  one  to  Brown  Bros.  &  Co.,  one  to  J.  &  W.  Seligman  &  Co.',  and 
one,  in  accordance  with  eighth  above,  to  the  Department  of  State  of  the  United 
States,  when  and  as  soon  as  a  decree  approidng  this  contract  sufficient  in  the  opinion 
of  said  Curtis,  Mallet-Prevost  &  Colt  shall  have  been  made  by  the  Executive  of  the 
Republic  and  deposited  with  National  Bank  of  Nicaragua  (Inc.),  in  Managua,  and 
the  latter  shall  have  notified  Brown  Bros.  &  Co.  and  J.  &  W.  Seligman  &  Co.  by  cable 
of  the  making  and  deposit  of  such  decree;  provided,  however,  that  such  decree  shall 
be  made  and  deposited  and  notice  thereof  received  within  seven  days  from  the  date 
hereof,  or  within  such  further  period  as  the  parties  hereto  may  agree.  If  such  exec- 
utive decree  be  not  made  and  deposited  and  notice  thereof  received  by  cable  as  afore- 
said, within  said  seven  days,  or  within  such  further  period  as  the  parties  hereto  may 
agree,  this  agreement  shall  be  null  and  void  and  shall  be  canceled  by  said  Cyrtis, 
Mallet-Prevost  <fe  Colt. 

In  witness  whereof  the  Republic  has  caused  this  agreement  to  be  subscribed  on  ita 
behalf  by  Seiior  Don  Pedro  Rafael  Cuadra,  minister  of  finance  and  financial  agent  of 
Nicaragua,  and  the  National  Bank  of  Nicaragua  (Inc.)  has  caused  this  contract  to  be 
executed  by  its  president  thereunto  duly  authorized  and  its  seal  to  be  hereto  affixed 
and  attested  the  day  and  year  first  above  written. 

This  contract  is  executed  in  quintuplicate. 

Pedro  Raf.  Cuadra, 
Minister  of  Finance  and  Financial  Agent  of  the  Republic  of  Nicaragiia. 
[seal.]  National  Bank  of  Nicaragua  (Inc.), 

By  James  Brown,  President. 

Attest: 

J.  A.  Whitaker,  Secretary. 
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Exhibit  2. 

Agreement. 

the  republic  of  nicaragua  and  ferrocarril  del  pacifico  de  nicaragua. 

fDated  October  8, 1913.] 

Agreement,  made  at  the  city  of  New  York  this  8th  day  of  October,  1913,  between  the 

Republic  of  Nicaragua,  hereinafter  called  the  "Republic,"  party  of  the  first  part, 

ail  1  Ferrocarril  del  Pacifico  de  Nicaragua,  hereinafter  called  the  "railroad  com- 
pany," party  of  the  second  part:  Witnesseth: 

Whereas  the  parties  hereto  desire  to  provide  for  the  payment  of  certain  dividends 
by  the  railroad  company  and  to  adjust  and  settle  certain  other  matters  hereinafter 
mentioned : 

Now,  therefore,  for  and  in  consideration  of  the  premises  and  of  the  mutual  cove- 
nants and  undertakings  hereinafter  contained,  it  is  hereby  agreed  as  follows: 

First.  All  ca^ih  earnings  of  the  railroad  on  hand  as  of  October  1,  1913,  after  setting 
aside  an  amount  sufficient  to  discharge  all  unpaid  obligations  of  said  railroad  for 
running  expenses  to  that  date,  and  all  unpaid  obligations  for  betterments  and  improve- 
ments up  to,  September  11,  1913,  including  the  items  mentioned  in  a  letter  dated 
August  16,  1913,  from  Brown  Bros.  &  Co.  and  J.  &  W.  Seligman  &  Co.  to  Hon. 
Pedro  Rafael  Cuadra,  minister  of  finance  of  the  Republic  of  Nicaragua  addressed  to 
him  at  the  Nicaraguan  Legation  at  Washington,  and  after  payment  by  the  Republic 
of  such  sumg  as  may  be  due  from  it  to  the  railroad  company  -for  services  ren- 
dered or  as  a  result  of  contract  obligations,  shall  be  distributed  as  a  dividend  and 
paid  in  whole  to  the  Republic,  and  any  additional  expenditures  or  obligations  incurred 
or  made  by  the  railroad  for  account  of  capital  between  September  11,  1913,  and 
October  1,  1913,  shall  be  regarded  as  having  been  made  after  October  1,  1913,  and 
shall  be  dealt  with  accordingly. 

Second.  The  Republic  hereby  confirms  and  warrants  the  title  of  the  railroad  to 
the  oil  tank  at  Corinto  free  from  any  lien  or  claim. 

Third.  The  branch  line  from  Momotombo  in  the  direction  of  Matagalpa  is  hereby 
declared  to  be  a  branch  of  the  main  line  within  the  provisions  of  Article  I,  section  1, 
of  the  concession  of  June  19,  1912. 

Fourth.  The  railroad  shall  return  to  the  Republic  the  steamer  Nicarao,  which  it 
has  been  using  on  Lake  Nicaragua.  No  charge  shall  be  made  by  the  Republic  for 
such  use,  neither  shall  the  Republic  be  liable  for  the  cost  of  the  repairs  made  to  said 
steamer. 

Fifth.  This  agreement  shall  be  deemed  to  be  and  shall  be  construed  as  a  New  York 
contract. 

Sixth.  Within  10  days  from  the  date  hereof  the  Republic  shall  file  with  the  Depart- 
ment of  State  of  the  United  States  of  America  an  original  executed  counterpart  of 
this  contract. 

Seventh.  Upon  the  execution  hereof,  the  originals  of  this  contract  phall  be  deposited 
with  C'urtis,  Mallet-Prevost  &  Colt,  No.  30  Broad  Street,  New  York  City,  in  escrow, 
to  be  delivered  by  them  one  to  Senor  Don  Pedro  Rafael  Cuadra,  one  to  Ferrocarril 
del  Pacifico  de  Nicaragua,  one  to  Brov/n  Brothers  &  Co.,  one  to  J.  &  W.  Seligman 
&  Co.,  and  one,  in  accordance  with  sixth  above,  to  the  Department  of  State  of  the 
United  States,  when  and  as  soon  as  a  decree  approving  this  contract  sufficient  in  the 
opinion  of  said  Curtis,  Mallet-Prevost  &  Colt  shall  have  been  made  by  the  Executive 
of  the  Republic  and  deposited  with  National  Bank  of  Nicaragua  (Inc.),  in  Managua 
and  the  latter  phall  have  notified  Brown  Brothers  &  Co.,  and  J.  &  W.  Seligman  &  Co. 
by  cable  of  the  making  and  depo'sit  of  such  decree;  provided,  however,  that  such 
decree  shall  be  made  and  deposited  and  notice  thereof  received  within  seven  days 
from  the  date  hereof  or  within  such  further  period  as  the  parties  hereto  may  agree. 
If  such  executive  decree  be  not  made  and  deposited  and  notice  thereof  received 
by  cable  as  aforesaid  within  seven  days  or  within  such  further  period  as  the  parties 
hereto  may  agree  this  agreement  shall  be  mill  and  void  and  shall  be  cancelled  by 
said  Curtis,  Mallet-Prevost  &  Colt. 

In  witness  whereof  the  Republic  has  caused  this  agreement  to  be  subscribed  on 
its  behalf  by  Senor  don  Pedro  Rafael  Cuadra,  minister  of  finance  and  financial  agent 
of  Nicaragua,  and  Ferrocarril  del  Pacifico  de  Nicaragua  has  caused  this  concession 
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to  be  executed  by  its  president  thereunto  duly  authorized  and  its  seal  to  be  hereto 
aflBxed  and  attested  the  day  and  year  fir^st  above  written. 
This  contract  is  executed  in  quintuplicate. 

Pedro  Raf.  Cuadra, 
Minister  of  Finance  and  Financial  Agent  of  the  Republic  of  Nicaragita. 
[seal.]  Ferrocarril  del  Pacifico  de  Nicaragua, 

By  Frederick  Strauss,  President. 

Attest: 

Jason  A.  Neilson,  Secretary. 


Exhibit  3. 
Agreement  for  Purchase  of  Treasury  Bills. 

the  republic  of  nicaragua  and  brown  bros.  &  co.  and  j.  &  w.  seligman  &  co. 

[Dated  Oct.  8, 1913.] 

Agreement,  made  at  the  city  of  New  York  this  8th  day  of  October,  1913,  between  the 
Republic  of  Nicaragua,  hereinafter  called  the  ''Republic,"  party  of  the  first  part, 
and  Brown  Bros.  &  Co.  and  J.  &  W.  Seligman  &  Co.,  copartnerships  doing  business 
in  the  city  of  New  York,  hereinafter  called  the  "  bankers, ' '  parties  of  the  second  part, 
witnesseth: 

Whereas  for  the  purpose  of  liquidating  certain  indebtedness  of  the  Republic,  of  pro- 
viding further  funds  to  insure  the  stability  of  the  currency  of  the  Republic,  of  increas- 
ing the  capital  of  the  National  Bank  of  Nicaragua  (Inc.),  of  providing  for  the  Republic's 
current  expenses,  and  for  other  purposes,  the  Republic  wishes  to  sell  gold  treasury 
bills  abou^t  to  be  issued,  to  be  known  as  "  Republic  of  Nicaragua  treasury  bills  of  1913, 
representing  an  aggregate  principal  amount  of  $1,060,000  United   States  gold. 

Now,  therefore,  in  consideration  of  the  premises  and  of  the  mutual  covenants  and 
undertakings  hereinafter  contained,  and  in  consideration  of  the  covenants  and  under- 
takings by  the  Republic  in  various  other  contracts  executed  simultaneously  herewith, 
it  is  hereby  agreed  as  follows: 

ARTICLE   FIRST. 

The  Republic  shall  forthwith  issue  its  gold  treasury  bills  to  the  aggregate  principal 
amount  of  $1,060,000  United  States  gold,  under  a  contract  of  even  date  nerewith 
between  the  Republic  and  the  United  States  Mortgage  &  Trust  Co.,  as  trustee,  a  copy 
of  which  contract,  marked  ''Schedule  No.  1,"  is  hereto  annexed  and  made  apart 
hereof,  and  shall  cause  said  bills  to  be  certified  by  the  trustee  as  in  said  contract 
provided. 

ARTICLE   SECOND. 

The  Republic  hereby  sells,  assigns,  and  transfers  to  the  bankers,  and  the  bankers 
hereby  purchase  the  entire  issue  of  said  treasury  bills  for  the  sum  of  $1,000,000  United 
States  gold,  to  be  paid  upon  the  delivery  of  said  bills. 

ARTICLE  THIRD. 

This  agreement  shall  be  deemed  to  be  and  shall  be  construed  as  a  New  York  contract. 

ARTICLE  FOURTH. 

This  contract  has  been  submitted  to  the  Secretary  of  State  of  the  United  States  for 
his  approval,  and  it  is  hereby  agreed  that  within  10  days  from  the  dat«  hereof  the 
Republic  shall  file  with  the  Department  of  State  of  the  United  States  of  America  an 
original,  executed  counterpart  of  this  contract. 

ARTICLB  PIPTH. 

Upon  the  execution  hereof  the  originals  of  this  contract  shall  be  deposited  with 
Curtis,  Mallet-Prevost  &  Colt,  No.  30  Broad  Street,  New  York  City,  in  escrow,  to  be 
delivered  by  them,  one  to  Senor  don  Pedro  Rafael  Cuadra,  three  to  the  bankers,  and 
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one,  in  accordance  with  article  fourth  above,  to  the  Department  of  State  of  the  United 
States,  when  and  as  soon  as  a  decree  approving  this  contract  sufficient  in  the  opinion 
of  said  Curtis,  Mallet-Prevost  &  Colt  shall  have  been  made  by  the  executive  of  the 
Republic  and  deposited  with  the  National  Bank  of  Nicaragua  (Inc.),  in  Managua,  and 
the  latter  shall  have  notified  the  bankers  by  cable  of  the  making  and  deposit  of  such 
decree:  Provided,  however,  That  such  decree  shall  be  made  and  deposited  and  notice 
thereof  received  within  seven  days  from  the  date  hereof  or  within  such  further  period 
as  the  parties  hereto  may  agree.  If  such  executive  decree  be  not  made  and  deposited 
and  notice  thereof  received  by  cable  as  aforesaid  within  said  seven  days  or  within 
such  further  period  as  the  parties  hereto  may  agree,  this  agreement  shall  be  null  and 
void  and  shall  be  canceled  by  said  Curtis,  Mallet-Prevost  &  Colt. 

In  witness  whereof  the  Republic  has  caused  this  contract  to  be  subscribed  on  its 
behalf  by  Senor  don  Pedro  Rafael  Cuadra,  minister  of  finance  and  financial  agent  of  the 
Republic  of  Nicaragua,  and  said  Brown  Bros.  &  Co.,  and  said  J.  &  W.  Seligman  &  Co., 
have  hereunto  set  their  hands  and  seals  the  day  and  year  first  above  written. 

This  contract  is  executed  in  quintuplicate. 

Pedro  Raf.  Cuadra, 
Minister  of  Finance  and  Financial  Agent  of  the  Republic  of  Nicaragua. 

[seal.]  -^  Brown  Bros.  &  Co. 

[seal.]  ^  J.  &  W.  Seligman  &  Co. 


Exhibit  4. 
Collateral  Trust  Agreement. 

THE    republic   OF   NICARAGUA   AND   UNITED   STATES   MORTGAGE    &   TRUST   CO. 

[Dated  Oct.  §^1913.] 

Agreement,  made  at  the  city  of  New  York  this  8th  day  of  October,  1913,  between  the 
Republic  of  Nicaragua,  hereinafter  called  the  "Republic,"  party  of  the  first  part, 
and  United  States  Mortgage  &  Trust  Co.,  a  corporation  organized  under  the  laws  of 
the  State  of  New  York,  hereinafter  called  the  "trustee"  party  of  the  second  part, 
witnesseth : 
Whereas  for  the  purposes  of  providing  for  the  payment  of  its  obligations,  of  insuring 

the  stability  of  its  currency  system  and  other  purposes,  the  Republic  proposes  to 

create  and  issue  its  treasury  bills  to  the  aggregate  principal  amount  of  $1,060,000 

United  States  gold,  to  be  secured  as  hereinafter  provided;  and 
Whereas  the  execution  of  this  agreement  and  the  issue  of  bills  herein  described 

has  been  duly  authorized  by  the  Republic  and  all  action  has  been  taken  necessary 

to  make  said  bills  the  legal  obligations  of  said  Republic;  and 
Whereas  the  Republic  desires  the  United  States  Mortgage  &  Trust  Co.  to  act  as 

trustee  under  this  agreement : 
Now,  therefore,  in  consideration  of  the  premises  and  of  the  mutual  covenants  and 

undertakings  hereinafter  contained,  it  is  hereby  agreed  as  follows: 

ARTICLE    FIRST. 

The  Treasury  bills. 

Section  1.  The  Republic  shall  issue  its  bills  to  the  aggregate  principal  amount  of 
$1,060,000  United  States  gold,  which  shall  be  designated  and  known  as  "Republic  of 
Nicaragua  treasurv  bills  of  1913"  (hereinafter  for  brevity  called  the  "bills"). 

Sec  2.  The  bills  shall  be  in  denominations  of  $5,000  and  $10,000  each;  shall  be 
dated  the  1st  day  of  October,  1913;  shall  be  payable  in  gold  coin  of  the  United  States 
of  the  present  standard  of  weight  and  fineness,  on  the  1st  day  of  October,  1914,  without 
interest;  and  on  and  after  the  1st  day  of  January,  1914,  shall  be  subject  to  redemption 
at  the  option  of  the  Republic  at  a  premium  of  1  per  cent  upon  notice  as  hereinafter 
provided. 

Sec  3.  The  bills  shall  be  pavable  at  the  offices  of  either  Brown  Bros.  &  Co.  or  J.  &  W. 
Seligman  &  Co.  in  the  city  of  New  York;  or  at  the  option  of  the  holder,  at  the  offices  of 
Brown,  Shipley  &  Co.  or  Seligman  Bros,  in  London,  England,  at  the  fixed  rate  of 
exchange  of  $4.85  to  the  pound  sterling;  or  at  the  option  of  the  holder,  at  the  office  of 
Seligman  Freres  &  Cie.,  in  Paris,  France,  at  the  fixed  rate  of  exchange  of  5  francs  and 
21  centimes  to  the  dollar. 
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Sec.  4.  The  bills  shall  be  in  substantially  the  following  form  and  of  substantially 
the  following  tenor  and  purport: 

No $  

United  States  gold. 

REPUBLIC   OF   NICARAGUA. 
TREASURY   BILL   OF   1913, 

New  York,  October  1,  1913. 

One  year  from  date  (fixed)  the  Republic  of  Nicaragua,  for  value  received,  promises 

to  pay  to ,  or  order,  the  sum  of dollars  ($ )  in  gold  coin  of 

the  United  States  of  America,  at  the  office  of  either  Brown  Bros.  &  Co.  or  J.  &  W. 
Seligman  &  Co.,  in  the  city  of  New  York;  or  at  the  option  of  the  holder,  at  the  office 
of  either  Brown,  Shipley  &  Co.  or  Seligman  Bros.,  in  London,  England,  at  the  fixed 
rate  of  exchange  of  $4.85  to  the  pound  sterling;  or  at  the  office  of  Seligman  Fr^res 
&  Cie.,  in  Paris,  France,  at  the  fixed  rate  of  exchange  of  5  francs  21  centimes  to  the 
dollar. 

This  bill  is  issued  in  pursuance  of  and  subject  to  an  agreement  between  the  Repub- 
lic of  Nicaragua  and  United  States  Mortgage  &  Trust  Co.,  of  New  York,  dated , 

1913. 


Minister  of  Finance  and  Financial  Agent. 

Authenticated  as  a  bill  described  in  the  within-mentioned  agreement  dated , 

1913. 

United  States  Mortgage  &  Trust  Co.,  Trustee. 
By 

Sec.  5.  The  bills  shall  be  signed  in  the  city  of  New  York  by  the  minister  of  finance 
and  financial  agent  of  the  Republic. 

Sec.  6.  Each  bill  shall  bear  thereon  a  certificate  substantially  in  the  torm  as  shown 
in  section  4  above,  which  shall  be  signed  by  the  trustee,  authenticating  such  bill; 
no  bill  shall  be  valid  without  such  certificate  so  signed;  and  such  certificate  shall  be 
conclusive  evidence  that  the  bill  so  certified  has  been  duly  issued  in  pursuance  of 
this  agreement  and  that  the  holder  is  entitled  to  the  benefits  thereof.  Bills  to  the 
amount  of  said  issue  shall  b^  signed  by  the  minister  of  finance  and  financial  agent 
of  the  Republic  and  delivered  to  the  trustee  for  certification  as  aforesaid,  and  when 
so  certified  shall  be  delivered  by  th3  trustee  to  Brown  Bros.  &  Co.  and  J.  &  ^^^  Selig- 
man &  Co. 

Sec,  7,  The  lean  represented  by  said  bills  shall  constitute  and  is  hereby  declared 
to  be  a  direct  liability  and  obligation  of  the  Republic  irrespective  of  any  security 
provided  hereunder,  and  the  Republic  hereby  pledges  its  faith  and  credit  for  the  due 
and  punctual  payment  of  said  bills  and  for  the  performance  of  all  its  undertakings 
hereunder. 

Sec  8.  The  Republic  shall  pay  the  stamp  and  other  duties,  if  any,  to  which  under 
the  laws  of  the  Republic  this  agreement  is  or  may  be  subject,  and  the  bills  shall  be  ex- 
empt from  all  taxes  now  or  hereafter  established  by  or  within  the  Republic.  The  Re- 
publip  shall  also  pay  the  stamp  and  other  duties,  if  any,  to  which  under  the  laws  of 
either  the  United  States,  Great  Britain,  or  France,  said  bills  may  be  subject. 

article  second. 

Security. 

Section  1 .  The  Republic  covenants  and  agrees  that  the  bills  shall  be  and  they  hereby 
are  secured  as  follows: 

(a)  Bv  a  lien  or  charge  upon  all  import  and  export  customs  duties  receivable  by  or 
for  the  ilepublic  from  and  after  the  date  of  said  bills;  said  lien  or  charge  upon  said 
customs  duties  being,  however,  subject  to  the  following  prior  liens  thereon: 

(1)  To  the  lien  created  in  favor  of  certain  of  the  1909  bonds  of  the  Republic  by  the 
agreement  of  May  25,  1912,  between  the  Republic  and  the  "Corporation  of  Foreign 
Bondholders." 

(2)  To  the  lien  created  in  favor  of  the  "(^)rporation  of  Foreign  Bondholders"  by 
the  indemnity  agreement  between  the  Republic  and  said  corporal  ion  dated  October 
31,  1912;  and 

(3)  To  the  lien  in  favor  of  the  National  Bank  of  Nicaragua,  incorporated,  for  insuring 
the  stability  of  the  currency  exchange  fund  created  by  an  agreement  of  even  date 
herewith  between  the  Republic  and  said  bank. 
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(6)  By  a  first  lien  or  charge  on  1,470  shares  of  the  capital  stock  of  the  National  Bank 
of  Nicaragua  (Inc.),  certificates  for  which,  duly  indorsed  in  blank,  are  pledged  and 
deposited  with  the  trustee  upon  the  execution  hereof.  Said  certificates  shall  be  in  the 
name  of  the  minister  of  finance  of  the  Republic,  or  of  such  person  or  persons  as  he  may 
from  time  to  time  designate;  and  before  being  deposited  as  aforesaid,  shall  be  stamped 
as  required  by  a  contract  of  ev6n  date  herewith  between  the  Republic  and  Brown  Bros. 
&  Co.  and  J.  &  W.  Seligiran  &  Co. 

(c)  By  a  first  lien  or  charge  on  16,170  shares  of  the  capital  stock  of  Ferrocarril  del 
Pacifico  de  Nicaragua,  certificates  for  which  shares,  duly  indorsed  in  blank,  are 
pledged  and  deposited  with  the  trustee  upon  the  execution  hereof.  Said  certificates 
shall  be  in  the  name  of  the  minister  of  finance  of  the  Republic,  or  of  such  person  or 
persons  as  he  may  from  time  to  time  designate;  and  before  being  deposited  as  aforesaid, 
shall  be  stamped  as  required  by  a  contract  of  even  date  herewith  between  the  Republic 
and  Brown  Bros.  &  ('o.  and  J.  &  W.  Seligman  &  Co, 

Sec.  2.  So  long  as  no  default  shall  exist  in  respect  to  any  of  the  covenants,  stipula- 
tions, and  conditions  herein  or  in  said  bills  set  forth  on  the  part  of  the  Republic  to  be 
performed,  the  Republic  shall  be  entitled  to  receive  all  dividends  upon  the  shares  of 
stock  held  and  pledged  hereunder,  and  voting  power  upon  such  shares  shall  be  exer- 
cised by  such  person  or  persons  as  the  minister  of  finance  of  the  Republic  may  from 
time  to  time  designate.  In  the  event,  however,  of  any  such  default,  the  trustee  shall 
be  entitled  to  receive  all  dividends  upon  the  shares  of  stock  pledged  hereunder,  and 
shall  hold  or  apply  such  dividends  for  the  benefit  or  security  of  the  holders  of  bills 
hereunder;  and,  in  order  that  said  dividends  shall  be  paid  to  it  for  the  purposes  afore- 
said, said  trustc:^  may  at  its  option  cause  said  shares  of  stock  to  be  transferred  to  its 
name  or  that  of  its  nominee,  and  when  so  transferred  said  shares  shall  continue  to  be 
held  by  said  trustee  under  the  terms  of  this  agreement  as  security  hereunder. 

ARTICLE   THIRD. 

Collection  o/customs. 

The  provisions  of  the  agreement  of  May  25,  1912,  between  the  Republic  and  the 
"Corporation  of  Foreign  Bondholders"  with  respect  to  the  collection  of  customs,  are 
hereby  ratified  and  confirmed;  and  it  is  hereby  agreed  that,  so  long  as  any  of  the  bills 
shall  remain  unpaid,  all  customs  duties,  both  on  exports  and  imports,  receivable  by 
or  for  the  Republic,  shall  be  collected  and  administered  by  the  collector  general  of 
customs  as  set  forth  in  article  fifth  of  the  treasury  bills  agreement  of  September  1, 
1911,  between  the  Republic  of  Nicaragua  and  Brown  Bros.  &  Co.  and  J.  &  W.  Selig- 
man &  Co.,  under  which  the  United  States  Mortgage  &  Trust  Co.  has  heretofore  acted 
as  trustee.  The  provisions  of  sections  2,  3,  and  4  of  said  article  fifth  of  said  treasury 
bills  agreement  are  hereby  continued  in  force  during  the  life  of  the  bills  issued  here- 
under, and  are  hereby  incorporated  into  and  made  applicable  to  this  agreement; 
provided,  however,  that  so  long  as  there  shall  be  no  default  hereunder,  any  amounts 
so  collected  not  required  for  the  purposes  of  the  three  agreements  mentioned  in  article 
second,  section  1,  subdivision  (a)  above,  shall  be  payable  to  the  Republic  by  deposit 
to  its  credit  with  the  National  Bank  of  Nicaragua  (Inc.). 

ARTICLE    FOURTH. 

Enforcement  of  security  upon  default. 

In  case  default  shall  be  made  in  the  payment  of  any  bill  (or  in  case  default  shall  be 
made  in  the  due  performance  of  any  of  the  covenants  of  the  Republic  hereunder  andi 
any  such  last-mentioned  default  shall  continue  for  a  period  of  30  days  after  written 
notice  thereof  and  demand  of  performance),  then  and  in  each  such  case  the  trustee 
shall  forthwith  notify  the  collector  general  of  customs  of  such  default;  and  thereafter 
all  import  and  export  customs  duties,  after  payment  of  the  expenses  attending  the 
collection  of  the  same,  and  after  setting  aside  such  amounts,  if  any,  as  may  be  required 
by  the  agreements  mentioned  in  article  second,  section  1,  subdivision  (a)  above,  and 
so  long  as  any  of  the  bills,  or  any  interest  thereon,  remain  unpaid,  shall  from  time  to 
time,  at  least  monthly,  be  remitted  to  the  trustee.  The  amounts  so  to  be  received 
by  the  trustee  shall  from  time  to  time  be  applied  by  it  as  follows: 

1.  To  the  payment  of  all  expenses,  liabilities,  and  advances  made  or  incurred  by 
the  trustee  in  the  conduct  and  enforcement  of  the  trusts  hereby  created,  including  a 
reasonable  compensation  to  the  trustee,  its  agents,  attorneys,  and  counsel. 

2.  To  the  payment  from  time  to  time,  ratably  among  the  holders  of  the  bills  hereby 
secured,  of  the  amounts  owing  and  unpaid  upon  such  bills,  without  preference  of  any 
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bill  over  any  others,  until  the  whole  amount  owing  or  unpaid  upon  such  bills,  with 
interest  at  the  rate  of  6  per  cent  per  annum  from  and  after  the  date  of  their  maturity, 
shall  have  been  paid. 

Notwithstanding  the  provisions  hereinbefore  contained  with  reference  to  the  dispo- 
sition and  application  of  the  customs  revenues  in  case  of  default  as  aforesaid,  the 
trustee  may,  and  if  thereunto  requested  by  the  holders  of  a  majority  in  amount  of  the 
bills  issued  and  outstanding  hereunder,  and  if  indemnified  to  its  satisfaction  for  its 
costs  and  expenses  in  so  doing,  shall,  proceed  to  sell  the  shares  of  stock  pledged  here- 
under; provided,  however,  that  at  the  date  of  such  sale  or  sales  the  whole  amount 
owing  or  unpaid  upon  the  bills  hereby  secured,  with  interest  at  the  rate  of  6  per  cent 
per  annum  from  and  after  the  date  of  their  maturity,  and  the  compensation  and 
expenses  of  the  trustee,  shall  not  have  been  liquidated;  provided  also  that  the  shares 
of  stock  of  the  National  Bank  of  Nicaragua  (Inc.)  shall  be  first  sold,  but  not  imtil  the 
expiration  of  six  months  after  such  default;  and  provided  further,  that  the  shares  of 
Ferrocarril  del  Pacifico  de  Nicaragua  shall  be  sold  second,  but  not  until  the  expiration 
of  one  year  after  such  default. 

The  sale  or  sales  to  be  made  hereunder  shall  be  at  public  auction  at  such  place  in  the 
city  of  New  York  and  at  such  time  and  upon  such  terms  as  the  trustee  may  specify. 

Notice  of  any  such  sale  shall  state  the  time  when  and  the  place  where  the  same  is  to 
be  held,  and  shall  contain  a  brief  general  description  of  the  securities  to  be  sold; 
such  notice  shall  be  published  twice  a  week  for  two  successive  weeks  prior  to  such 
sale  in  a  daily  newspaper  published  in  the  city  of  New  York,  and  a  copy  of  said  notice 
shall,  at  least  two  weeks  prior  to  the  date  of  sale,  be  sent  to  the  Republic  as  hereinafter 
provided. 

The  trustee  shall  have  the  power  in  its  discretion  to  adjourn  any  such  sale  from  time 
to  time  as  to  the  whole  or  any  part  of  the  property  to  be  sold,  and  if  so  adjourned 
shall  have  power  to  make  such  sale  upon  the  date  to  which  the  adjournment  is  had, 
without  further  notice  of  the  time  or  place  to  which  the  sale  may  be  so  adjourned. 

Upon  the  completion  of  any  such  sale  or  sales,  the  trustee  shall  transfer  and  deliver 
such  of  the  shares  of  stock  as  shall  have  been  sold  to  the  purchaser  or  purchasers 
thereof,  and  the  same  shall  thereupon  be  freed  and  discharged  from  the  trusts  and 
lien  hereby  created.  The  trustee  and  its  successors  are  hereby  appointed  true  and 
lawful  attorney  or  attorneys  irrevocable  of  the  Republic,  in  its  name  to  make,  execute, 
and  deliver  to  such  purchaser  or  purchasers  such  good  and  sufficient  assignments, 
transfers,  or  other  instruments  as  may  be  necessary  or  proper  to  vest  in  such  purchaser 
or  purchasers  full  and  complete  title  and  ownership  of  and  to  the  shares  of  stock  so  sold . 

The  receipt  of  the  trustee  for  the  purchase  money  shall  be  sufficient  discharge  for 
the  purchaser  or  purchasers  of  any  of  said  shares  for  his  or  their  purcha<^e  money. 

Upon  any  such  sale  the  trustee  or  any  holder  of  bills  hereunder  or  any  other  per- 
son may  bid  for  and  may  purcha^^e  the  stock  offered  for  sale  or  any  part  thereof. 

The  proceeds  of  any  sale  made  a?  aforesaid,  in  so  far  as  the  amounts  theretofore 
received  by  the  trustee  from  the  collector  general  of  customs,  as  hereinbefore  provided, 
or  the  amounts  realized  under  any  earlier  sale  of  securities  hereunder  may  have  been 
insufficient  for  the  purpose,  shall  be  applied  as  follows: 

1.  To  the  payment  of  the  costs  and  expenses  of  such  sale,  including  a  reasonable 
compensation  to  the  trustee,  its  agents,  attorneys,  and  counsel,  and  of  all  expenses, 
liabilities,  and  advances  made  or  incurred  by  the  trustees  in  the  conduct  and  enforce- 
ment of  the  trusts  hereby  created; 

2.  To  the  payment  of  the  whole  amount  then  owing  or  unpaid  upon  the  bills 
hereby  secured,  with  interest  at  the  rate  of  G  per  cent  per  annum  from  and  after 
the  date  of  their  maturity,  or,  in  ca«=e  of  the  insufficiency  of  such  proceeds  for  that 

Eurpose,  then  to  the  payment  ratably  of  the  amounts  owing  and  un})aid  upon  such 
ills,  without  preference  of  any  bill  over  any  others;  and 

3.  To  the  payment  of  the  siirplus,  if  any,  to  the  Republic  or  to  whomsoever  shall 
be  lawfully  entitled  to  receive  the  same. 

ARtlCLE   FIFTH. 

tiedemptix)n  of  bills. 

On  and  at  any  time  after  the  1st  day  of  January,  1914,  the  Republic,  at  its  option, 
may  redeem  all  or  any  of  the  bills  at  that  time  outstanding  by  paying  the  i)rincipal 
amount  of  sur-h  bills,  together  with  the  premium  of  1  ])or  cent  thereon.  ])r()vidod 
that  the  Republic  shall  by  publication  in  one  or  more  np\vs])ai»ers  of  general  circula- 
tion in  ea<-h  of  the  cities  of  New  York,  London,  and  Paris,  respectively,  twice  a  week 
for  one  month  immediately  preceding  the  date  of  such  redemption,  have  given  })rior 
notice  of  its  intention  to  so  redeem;  such  notice  shall  specify  the  date  of  redemption, 
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and  if  part  only  of  the  bills  are  to  be  redeemed  shall  designate  the  numbers  of  such 
bills. 

In  case  the  Republic  shall  desire  to  redeem,  as  aforesaid,  all  bills  outstanding,  it 
may  deposit  with  the  trustee  the  amount  necessary  for  such  redemption,  togehter 
with  proof  that  said  notice  of  redemption  has  been  given  by  publication  in  the  man- 
ner aforesaid;  and  in  that  case,  upon  the  payment  to  the  trustee  of  all  costs,  charges, 
and  expenses  to  which  it  may  be  entitled,  the  trustee  shall  cancel  and  satisfy  this 
agreement.  If  such  deposit  and  payment  shall  be  made  as  aforesaid,  said  deposit 
as  between  the  Republic  and  the  holders  of  said  bills  shall  be  deemed  to  be  a  pay- 
ment of  said  bills. 

After  the  shares  of  stock  pledged  hereunder  shall  be  thus  released  from  the  lien  of 
this  agreement,  the  certificates  representing  said  shares,  stamped  as  required  by  a 
contract  of  even  date  herewith  between  the  Republic  and  Brown  Bros.  &  Co.  and 
J.  &  W.  Seligman  &  Co.,  shall  be  delivered  to  the  minister  of  finance  of  the  Republic, 
or  to  such  person  or  persons  as  he  in  writing  may  direct. 

ARTICLE    SIXTH. 

^  Defeasance. 

Whenever  the  Republic  shall  pay  all  bills  secured  hereunder  or  shall  provide  for 
such  payment  by  depositing  with  the  trustee  the  entire  amount  due  thereon,  if  the 
Republic  shall  at  the  same  time  pay  or  cause  to  be  paid  all  other  sums  payable  here- 
under, then  and  in  such  case  the  right,  title,  and  interest  of  the  trustee  under  this  agree- 
ment shall  cease  and  determine,  and  the  trustee  shall  deliver  to  the  minister  of  finance 
of  the  Republic,  or  to  such  person  or  persons  as  he  in  writing  may  designate,  all  secmi- 
ties  pledged  hereunder,  stamped  as  aforesaid,  and  shall  execute  proper  instruments 
acknowledging  satisfaction. 

ARTICLE    SEVENTH. 

Concerning  the  trustee. 

Section  1.  The  Republic  hereby  appoints  the  United  States  Mortgage  &  Trust  Co. 
trustee  for  the  holders  of  bills,  with  full  power  to  appoint  agents  in  the  United  States  or 
Europe,  or  elsewhere,  to  act  for  it  in  respect  thereof,  and  the  United  States  Mortgage 
&  Trust  Co.  hereby  accepts  such  appointment. 

Sec.  2.  The  trustee  may  at  any  time,  instead  of  acting  personally,  employ  and 
appoint  such  agent  or  agents  and  attorney  or  attorneys  as  it  may  deem  desirable. 

Sec  3.  The  trustee  shall  be  entitled  to  reasonable  compensation  for  all  services 
rendered  by  it  in  the  execution  of  the  trusts  hereby  created,  and  the  Republic  agrees 
from  time  to  time  to  pay  such  compensation  and  to  reimburse  the  trustee,  with  interest, 
for  all  liability  and  expenses,  including  counsel  fees,  which  it  may  have  incurred 
hereunder. 

Sec  4.  The  trustee  shall  not  be  answerable  for  the  default  or  misconduct  of  any 
agent,  attorney,  bank,  or  banker  appointed  or  selected  by  it  in  pm-suance  hereof  if  such 
agent,  attorney,  bank,  or  banker  shall  have  been  selected  with  reasonable  care;  or  for 
anything  whatever  in  connection  with  this  trust  except  for  its  own  willful  misconduct. 

Sec  5.  The  trustee  may  at  any  time  and  from  time  to  time  take  such  steps  as  it  may 
deem  proper  for  the  enforcement  of  the  provisions  hereof  and  for  the  protection  of  the 
rights  of  the  holders  of  bills  hereunder. 

Sec  6.  The  trustee  shall  have,  in  addition  to  th^^  rights,  powers,  and  duties  con- 
ferred by  law  and  otherwise  by  this  instrument,  the  following  rights,  powers,  and 
duties: 

(a)  It  shall  from  time  to  time  receive  all  such  sums  as  shall  be  paid  to  it  in  accord- 
ance with  this  agreement,  and  shall  use  and  apply  in  the  manner  herein  authorized 
the  moneys  so  received. 

(b)  It  may  subject  to  the  terms  of  this  agreement,  act  in  accordance  with  the  written 
order  of  the  minister  of  finance  of  the  Republic;  and  the  order  of  the  minister  of  finance 
as  aforesaid  shall  be  full  protection  to  the  tiustee  for  action  in  accordance  therewith. 

(c)  The  trustee  shall  only  be  chargeable  for  such  moneys  as  may  be  actually  received 
by  it  in  the  city  of  New  York  from  the  Republic  or  for  its  account. 

(d)  All  representations  and  recitals  contained  in  this  agreement  and  in  the  bills 
are  made  by  and  on  behalf  of  the  Republic,  and  the  trustee  is  in  no  way  responsible 
therefor  or  for  any  statement  therein  contained  or  for  any  action  or  thing  by  it  done 
by  reason  of  any  representation  made  by  the  Republic  or  by  any  of  its  agents  or  repre- 
sentatives. The  trustee  shall  be  protected  in  acting  upon  any  notice,  request,  ccm- 
sent,  certificate,  bill,  or  other  paper  or  document  believed  by  it  to  be  genuine  and 
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to  be  signed  by  the  person  or  persons  purporting  to  sign  the  same.  It  may  advise 
with  legal  counsel,  and  the  trustee  shall  incur  no  liability  for  any  action  taken  or 
suffered  hereunder  by  the  trust'.^e  in  accordance  with  the  opinion  of  such  counsel. 
The  trustee  shall  incur  no  responsibility  in  respect  of  the  execution  or  validity  hereof 
or  of  said  bills,  nor  in  respect  of  the  genuineness,  validity,  or  value  of  any  shares  of 
stock  deposited  with  it,  and  makes  no  representations  in  respect  thereof,  nor  shall 
it  incur  any  responsibility,  except  as  herein  expressly  provided,  in  respect  of  the 
disposition  of  said  bills  or  the  application  of  the  proceeds  thereof.  The  trustee  shall 
incur  no  re3]^onsibility  by  reason  of  the  failure  of  the  Republic  or  of  any  other  person 
or  persons  mentioned  herein  to  carry  out  or  perform  any  covenant,  agreement,  or 
provision  of  this  contract. 

Sec.  7.  The  trustee  may  withdraw  and  resign  by  giving  notice  to  the  Republic  of 
8uch  intention,  specifying  the  date  when  it  is  desired  such  withdrawal  shall  take 
effect,  which  shall  not  be  less  the  one  month  after  such  notice  to  the  Republic  shall 
have  been  given,  unless  shorter  notice  shall  be  accepted  by  the  Republic.  In  case 
the  trustee  shall  resign,  a  successor  shall,  with  the  approval  of  the  Secretary  of  State 
of  the  United  States,  be  appointed  by  the  Republic  by  designation  in  writing  under 
the  hand  of  the  minister  of  finance  of  the  Republic;  a  counterpart  thereof  shall  be 
delivered  to  such  successor,  and  a  counterpart  filed  in  the  Derartment  of  State  of 
the  United  States  of  America. 

-  Any  corporation  into  which  the  trustee  or  its  successor  in  the  trust  may  be  merged, 
or  any  corporation  resulting  from  any  merger  or  consolidation  to  which  the  trustee 
or  its  successor  or  successors  shall  be  a  party,  shall  be  its  successor  in  the  trust  here- 
under without  the  execution  or  filing  of  any  paper  or  any  further  act  on  the  part  of 
any  of  the  parties  hereto,  anything  herein  to  the  contrary  notwithstanding. 

ARTICLE    EIGHTH. 

Notices. 

Any  statement,  notice,  request,  or  other  communication  under  this  contract  from 
the  trustee  to  the  Republic  shall  be  in  writing,  addressed  "El  Ministro  de  Hacienda 
de  la  Republica  de  Nicaragua,"  and  shall  be  deemed  to  have  been  duly  given  if  de- 
livered at  the  legation  of  the  Republic  in  Washington,  D.  C,  or  at  the  consulate  of 
the  Republic  in  ithe  citj'  of  New  York,  or  if  deposited  in  the  mails  inclosed  in  a  sealed 
postage-prepaid  package,  addressed  as  above  to  Managua,  Nicaragua.  Service  of 
such  notice  or  other  communication  shall  be  deemed  complete  as  of  the  date  of  such 
delivery  or  as  of  the  date  of  such  deposit  in  the  m.ails;  in  each  case,  however,  a  duplicate 
of  such  statement,  notice,  request,  or  other  communication  shall  be  delivered  to  the 
Department  of  State  of  the  United  States. 

Any  notice  or  other  communication  from  the  Republic  to  the  trustee  shall  also  be 
in  writing,  and  shall  be  sufficiently  given  if  addressed  to  such  trustee  and  delivered 
at  its  office  in  the  city  of  New  York. 

ARTICLE   NINTH. 

General  provisions. 

Section  1.  This  contract  shall  bind  and  is  for  the  exclusive  benefit  of  the  parties 
hereto  and  the  holders  of  the  bills  issued  hereunder. 

Sec  2.  This  contract  shall  be  deemed  to  be,  and  shall  be  construed  as,  a  New  York 
contract  made  for  the  benefit  and  security  of  the  holders  from  time  to  time  of  the  bills 
issued  hereunder;  and  time  is  of  the  essence  of  this  agreement. 

Sec.  3.  This  contract  has  been  submitted  to  the  Secretary  of  State  of  the  United 
States  for  his  approval,  and  it  is  hereby  agreed  that  within  10  days  from  the  date 
hereof  the  Republic  shall  file  with  the  "Department  of  State  of  the  United  States  of 
America  an  original  executed  counterpart  of  this  contract. 

Sec.  4.  Upon  the  execution  hereof  the  originals  of  this  contract,  as  well  as  the  bills 
therein  described,  executed  by  the  minister  of  finance  shall  be  deposited  with  Curtis, 
Mallet-Prevost  &  Colt.  No.  30  Broad  Street,  New  York  City,  in  escrow,  to  be  delivered 
by  them,  one  original  to  Sefior  Don  Pedro  Rafael  Cuadra,  one  to  the  United  States 
Mortgage  &  Trust  Co.,  one  to  Brown  Bros.  &  Co..  one  to  J.  &  W.  Seligman  &  Co.,  and 
one,  in  accordance  with  section  3,  above,  to  the  Department  of  State  of  the  United 
States,  and  the  bills  to  be  delivered  to  the  United  States  Mortgage  <&  Trust  (3o.  for 
certification,  when  and  as  soon  as  a  decree  ai)proving  this  contract  sufficient  in  tlie 
opinion  of  siiid  Curtis,  Mallet-Prevost  &  Colt  shall  have  been  made  by  the  Executive 
of  the  Republic  and  deposited  with  the  National  Bank  of  Nicaragua  {l^^<^  »    in  Ma- 
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nagua,  and  the  latter  shall  have  notified  Brown  Bros.  &  Co.  and  J.  &.  W.  Seligman  & 
Co.  by  cable  of  the  making  and  deposit  of  such  decree,  provided,  however,  that  such 
decree  shall  be  made  and  deposited  and  notice  thereof  received  within  seven  days  from 
the  date  hereof,  or  within  such  further  period  as  the  parties  hereto  may  agree.  If 
such  executive  decree  be  not  made  and  deposited  and  notice  thereof  received  by- 
cable  as  aforesaid  Avithin  said  seven  days,  or  within  such  further  period  as  the  parties 
hereto  may  agree,  this  agreement  and  said  bills  shall  be  null  and  void  and  shall  be 
canceled  by  said  Curtis,  Mallet-Prevost  &  Colt. 

In  witness  whereof,  the  Republic  has  caused  this  agreement  t)  be  subscribed  on 
its  behalf  by  Senor  don  Pedro  Rafael  Cuadra.  minister  of  finance  and  financial  agent 
of  the  Republic,  and  the  United  States  Mortgage  &  Trust  Co.  has  caused  this  agree- 
ment to  be  subscribed  in  its  name  by  one  of  its  vice  presidents,  and  its  corporate 
seal  to  be  hereunto  affixed  and  attested  by  one  of  its  assistant  secretaries,  the  day 
and  year  first  abo\e  written. 

This  contract  is  executed  in  quintuplicate. 

Pedro  Raf.  Cuadra, 
Minister  of  Finance  and  Financial  Agent  of  the  Republic  of  Nicaragua. 

[seal.]  United  States  Mortgage  &  Trust  Co., 

o  By  Carl  G.  Rasmus,  Vice  President. 

Attest:  "     . 

V.  Ehrlicher,  Assistant  Secretary. 


Exhibit  5. 
Agreement  for  Purchase  of  Railroad  and  Bank  Stock. 

THE  republic  OF  NICARAGUA  AND   BROWN   BROS.    &  CO.   AND  J.    &  W.   SELIGMAN   <fe  CO. 

[Dated  Oct.  8, 1913.] 

Agreement  made  at  the  city  of  New  York  this  8th  day  of  October,  1913,  between  the 

Republic  of  Nicaragua,  hereinafter  called  the  "Republic,"  party  of  the  first  part, 

and  Brown  Bros.  &  Co.  and  J.  &  W.  Seligman  &  Co.,  copartnerships,  doing  business 

in  the  city  of  New  York,  hereinafter  called  the  "bankers,"  parties  of  the  second 

part;  witnesseth: 

Whereas  the  Republic  is  indebted  to  the  bankers  under  agreements  heretofore  made 
between  them;  and  .,..*— •^'""■"'"'•s^ 

Whereas  the  Republic  by  contract  with  the  bankers  dated  March  26,  19^,  obligated 
itself  to  sell  to  them  at  their  option  51  per  cent  of  the  capit^il  stock  of  Feilrocarril  del 
Pacifico  de  Nicaragua,  hereinafter  called  the  "railroad  cojnip^jxj^WJe^  $1,000,000 
United  States  gold;  and 

Whereas  for  the  purpose  of  liquidating  the  indebtedness  above  mentioned,  of  pro- 
viding further  funds  to  insure  the  stability  of  the  currency  of  the  Republic,  of  increas- 
ing thecapital  of  the  National  Banl£  of  Nicaragua  (Inc.),  hereinafter  called  the"  bank," 
of  liquidating  the  Republic's  indebtedness  to  the  bank,  of  providing  for  the  Republic's 
current  expenses,  and  for  other  purposes  the  Republic  has  this  day  sold  to  the  bankers 
gold  treasury  bills  representing  an  aggregate  principal  amount  of  $1,060,000  United 
States  gold  for  the  price  of  $1,000,000;  and 

Whereas  for  the  purposes  aforesaid  the  Republic  desires  and  the  bankers  are  willing 
to  exercise  the  option  above  mentioned  upon  the  terms  and  conditions  hereinafter  set 
forth;  and 

\Miereas  for  the  purposes  aforesaid  the  Republic  wishes  and  the  bankers  are  willing 
to  purchase  1,530  shares  of  the  capital  stock  of  the  bank: 

Now,  therefore,  in  consideration  of  the  premises  and  of  the  mutual  covenants  and 
undertakings  hereinafter  contained,  and  in  consideration  of  the  covenants  and  under- 
takings by  the  Republic  in  various  other  contracts  executed  simultaneously  herewith, 
it  is  hereby  agreed  as  follows: 

ARTICLE    FIRST. 

The  following  contracts  executed  simultaneously  herewith  are  hereby  made  a  part 
of  this  agreement,  to  wit: 

1.  A  contract  between  the  Republic  and  the  United  States  Mortgage  &  Trust  Co.,  as 
trustee ; 
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2.  A  contract  between  the  Republic  and  the  bankers  for  the  purchase  of  treasury 
bills; 

3.  A  contract  between  the  Republic  and  the  National  Bank  of  Nicaragua  (Inc.);  and 

4.  A  contract  between  the  Republic  and  Ferrocarril  del  Pacifico  de  Nicaragua. 
Copies  of  said  contracts,  marked  respectively  "Schedule  No.  1,"  "Schedule  No.  2," 

''Schedule  No.  3,"  and  "Schedule  No.  4,"  are  hereto  annexed. 

ARTICLE    SECOND. 

The  Republic  hereby  sells,  assigns,  and  transfers  to  the  bankers  16,830  shares  of  the 
capital  stock  of  the  railroad  company  for  the  sum  of  $1,000,000  United  States  gold,  to 
be  paid  as  hereinafter  set  forth,  uponthe  delivery  and  transfer  of  said  shares. 

ARTICLE    THIRD. 

The  bankers  shall  loan  to  the  railroad  company,  within  three  years  from  October  1, 
1913,  the  sum  of  §500,000  United  States  gold,  which  shall,  at  the  discretion  of  said 
company,  be  expended  on  extensions  and  improvements  of  its  railway  and  steamship 
lines  and/or  in  the  construction  of  new  lines;  said  loan  shall  be  made  by  the  purchase 
from  the  railroad  company,  at  85  per  cent  of  their  par  value,  of  6  per  cent  10-year  bonds 
to  be  issued  by  the  railroad  company,  to  be  secured  by  a  first  mortgage  and  lien  upon 
its  properties. 

ARTICLE    FOURTH, 

As  certificates  representing  the  entire  capital  stock- of  the  railroad  are  at  present 
deposited  with  the  bankers  under  the  "supplemental  loan  agreement"  of  March  26, 
1912,  the  bankers  are  hereby  authorized  to  cause  certificates  representing  the  16,830 
shares  hereby  sold  to  them  to  be  transferred  on  the  books  of  the  railroad  company  to 
their  own  name  and  take  delivery  of  the  same;  and,  after  stamping  the  same,  as  here- 
inafter provided,  are  further  authorized  to  deliver  certificates  representing  the  remain- 
ing 16,170  shares  to  the  United  States  Mortgage  &  Trust  Co.,  as  trustee,  to  be  held  by 
said  trustee  as  provided  in  contract,  "Schedule  No.  1." 

ARTICLE    FIFTH. 

The  $1,000,000  purchase  price  of  the  Republic  of  Nicaragua's  treasury  bills  of  1913, 
as  provided  in  "Schedule  No.  2,"  and  the  $1,000,000  purchase  price  of  the  16,830 
shares  of  railroad  stock,  as  hereinbefore  provided,  shall  be  paid  by  the  bankers,  as 
follows: 

1.  Forty-seven  thousand  dollars  by  payment  to  the  bank  of  the  purchase  price  of 
470  shares  of  its  capital  stock  to  be  issued  in  the  name  of  the  Senor  Don  Pedro  Rafael, 
financial  agent  of  tne  Republic. 

2.  By  payment  to  the  bank,  for  the  purposes  stated  in  contract,  "Schedule  No.  3," 
of  the  sums  mentioned  in  articles  second  and  fifth  of  said  schedule. 

3.  By  payment  to  the  bankers  of  such  sum  or  sums  as  may  be  required  to  retire  all 
treasury  bills  of  1911  still  outstanding;  to  liquidate  all  sums  advanced  by  the  bankers 
to  or  for  account  of  the  Republic  under  the  provisions  of  the  supplemental  loan  agree- 
ment of  March  26,  1912;  to  repay  all  expenses  heretofore  incurred  or  disbursements 
made  by  the  bankers  in  connection  with  the  various  contracts  and  negotiations  had 
between  them  since  March  26,  1912;  and  to  pay  all  expenses  incident  to  the  present 
contract,  to  the  contracts  executed  by  the  Republic  simultaneously  herewith,  and  to 
the  carrying  of  the  same  into  effect.  Said  accounts  shall  include*  interest  from  the 
date  of  the  respective  payments. 

4.  The  balance  of  said  $2,000,000  shall  be  deposited  with  the  bankers  in  New  York 
to  the  credit  of  the  Republic,  and  shall  be  subject  to  drafts  or  checks  to  be  drawn  by 
the  minister  of  finance  or  by  the  financial  agent  of  the  Republic.  Of  said  balance 
$725,000  shall  be  deposited  forthwith  and  the  remainder  as  soon  as  the  amount  thereof 
shall  be  determined  upon  the  liquidation  of  the  other  sums  hereinbefore  provided  to 
be  paid, 

ARTICLE   SIXTH. 

Simultaneously  with  the  execution  hereof,  the  bankers  shall  purchase  from  the 
National  Bank  of  Nicaragua  (Inc.)  1,530  shares  of  its  capital  stock,  and  shall  pay 
therefor  the  sum  of  $153,000. 
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ARTICLE   SEVENTH. 

Any  sums  hereafter  paid  out  for  the  Republic  by  the  bankers  on  account  of  cables 
or  other  expenses  shall  be  repaid  by  the  Republic  upon  presentation  to  its  minister 
of  finance  of  the  corresponding  accounts,  accomipanied  Vjy  the  usual  vouchers;  but 
the  bankers  are  hereby  authorized  to  apply  to  the  liquidation  of  said  accounts  any 
moneys  of  the  Republic  v.hich  may  at  any  time  be  in  their  hands. 

ARTICLE    EIGHTH. 

In  case  the  Republic  shall  at  any  time  desire  to  dispose  of  all  or  any  part  of  its 
shares  of  stock  in  the  railroad  company  and/or  in  the  bank,  it  shall  first  offer  the  same 
in  writing  to  the  bankers,  who  shall  have  the  right,  at  their  option,  at  any  time  within 
30  days  after  the  receipt  of  such  offer,  to  purchase  the  same  or  any  part  thereof,  at  the 
sam.e  price  and  ui)on  the  same  terms  and  conditions  as  may  be  offered  by  other  in- 
tending bona  fide  purchasers.  Said  preferential  right  shall  continue  until  said  shares 
shall  have  actually  been  sold,  paid  for  and  delivered  to  others  in  accordance  with  the 
foregoing  stipulation  at  prices  and  upon  termis  and  conditions  which  the  bankers, 
within  30  days  prior  to  such  sale,  shall  have  declined.  Said  perferential  right  shall 
not  apply  to  any  sale  of  saidshares  which  may  be  made  pursuant  to  the  terms  of  con- 
tract, "Schedule  No.  1,"  for  the  purpose  of  m.aking  effective  the  security  provided 
thereunder;  at  any  such  sale,  however,  the  bankers  may  purchase  said  shares  for  their 
own  account. 

In  order  that  the  preferential  right  hereby  given  may  be  effective,  the  certificates 
of  stock  of  said  Republic*  in  said  railroad  and  in  said  bank  to  be  deposited  vrith  the 
United  States  Mortgage  &  Trust  Co.,  as  trustee,  as  provided  in  contract,  "Schedule 
No.  1,  "  and  any  certificates  for  any  further  shares  which  may  be  issued  to  the  Republic 
by  reason  of  any  increase  in  the  capital  stock  of  said  raih'oad  and /or  of  said  bank,  and 
any  subsequent  certificates  issued  in  substitution  of  any  of  said  shares,  shall  be  ap- 
propriately stamped  as  being  subject  to  the  provisions  of  this  agreement. 

ARTICLE    NINTH. 

The  option  granted  to  the  bankers  to  obtain  from  the  Republic  a  concession  for  the 
construction  and  operation  of  a  proposed  railroad  from  some  point  on  or  near  the 
Atlantic  coast  to  connect  with  the  Great  Lake  of  Nicaragua  or  with  the  lines  of  Fer- 
rocarril  del  Pacifico  de  Nicaragua  is  hereby  canceled  and  terminated,  and  the  bankers 
are  hereby  released  from  the  obligations  imposed  upon  them  by  article  sixth  of  Sched- 
ule X  of  the  treasury  bills  agreement  of  September  1,  1911,  with  reference  to  the  survey 
of  such  proposed  railroad. 

ARTICLE    TENTH. 

So  long  as  the  bankers  shall  own  or  control  51  per  cent  of  the  capital  stock  of  the 
bank,  and  the  Republic  shall  continue  to  own  49  per  cent  of  said  capital,  the  directors 
to  be  elected  at  the  annual  meetings  of  stockholders  shall  be  nominated;  six  thereof  by 
the  bankers,  two  by  the  minister  of  finance  of  the  Republic,  and  one  by  the  Secretary 
of  State  of  the  United  States,  and  at  each  such  annual  meeting  the  Republic  and  the 
bankers  will  vote  or  cause  to  be  voted  the  shares  so  held  or  controlled  by  them  in 
favor  of  the  persons  to  be  so  nominated,  and  will  elect  or  cause  to  be  elected  such  per- 
sons as  directors  of  the  bank. 

In  case  of  any  vacancy  in  the  office  of  director  caused  by  death,  resignation,  removal 
or  otherwise,  the  vacancy  thus  created  shall  be  filled  by  a  person  to  be  nominated 
either  by  the  bankers,  the  Republic  or  the  Secretary  of  State  of  the  United  States 
according  as  the  original  nomination  of  the  director  so  dying  or  withdrawing  may  have 
been  made  by  one  of  them. 

The  director  to  be  nominated  as  aforesaid  by  the  Secretary  of  State  of  the  United 
States  shall,  immediately  after  his  election  as  such  director,  be  appointed  bank  ex- 
aminer at  a  monthly  salary  of  $200  to  be  paid  by  the  bank;  said  director  and  bank  ex- 
aminer shall  reside  in  the  United  States,  but  whenever  he  may  deem  proper  shall,  at 
the  expense  and  cost  of  the  bank,  visit  Nicaragua  for  the  purpose  of  there  examining 
into  the  operations  of  the  bank;  the  result  of  all  such  examinations,  together  with 
the  bank  examiner's  recommendations  thereon,  shall  be  confidential  ancl  shall  first 
be  reported  to  the  board  of  directors,  but  copies  of  all  such  reports  shall  be  filed  by 
the  bank  with  the  minister  of  finance  of  the  Republic  and  with  the  Secretary  of  State 
of  the  United  States. 

For  the  purpose  of  giving  effect  to  the  provisions  of  this  article  said  provisions,  so 
far  as  may  be  necessary  or  proper,  shall  be  incorporated  into  the  by-laws  of  the  bank 
and  said  by-laws  shall  be  amended  accordingly. 
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ARTICLE    ELEVEJnH. 

So  long  as  the  bankers  shall  own  or  control  51  per  cent  of  the  capital  stock  of  tJie 
railroad  company,  and  the  Republic  shall  continue  to  own  49  per  cent  of  said  ca])ital, 
the  directors  to  be  elected  at  the  onnual  meetings  of  stockholders  shall  be  nominated: 
six  thereof  by  the  bankers,  two  by  the  minister  of  finance  of  the  Republic,  and  one 
by  the  Secretary  of  State  of  the  United  States,  and  at  each  such  annual  meeting  the 
Republic  and  the  bankers  will  vote  or  cause  to  be  voted  the  shares  so  held  or  con- 
trolled by  them  in  favor  of  the  persons  to  be  so  nominated,  and  will  elect  or  cause  to 
be  elected  such  persons  as  directors  of  the  railroad  company. 

In  case  of  any  vacancy  in  the  ofiice  of  director  caused  by  death,  resignation,  removal 
or  otherwise,  the  vacancy  thus  created  shall  be  filled  by  a  person  to  be  nominated 
either  by  the  bankers,  the  Republic  or  the  Secretary  of  State  of  the  United  States 
according  as  the  original  nomination  of  the  director  so  dying  or  withdrawing  may 
have  been  made  by  one  of  them. 

The  director  to  be  nominated  as  aforesaid  by  the  Secretary  of  State  of  the  United 
States  shall,  immediately  after  his  election  as  such  director,  be  appointed  railroad 
examiner  at  a  monthly  salary  of  $200  to  be  paid  by  the  railroad  company;  said  director 
and  railroad  examiner  shall  reside  in  the  XJnited  States,  but  whenever  he  may  deem 
proper  shall,  at  the  expense  and  cost  of  the  railroad  company,  visit  Nicaragua  for  the 
purpose  of  there  examining  into  the  operations  of  the  railroad ;  the  result  of  all  such 
examinations,  together  with  the  railroad  examiner's  recommendations  thereon,  shall 
be  confidential  and  shall  first  be  reported  to  the  board  of  directors,  but  copies  of  all 
such  reports  shall  be  filed  by  the  railroad  company  with  the  minister  of  finance  of 
the  Republic  and  with  the  Secretary  of  State  of  the  United  States. 

For  the  purpose  of  giving  effect  to  the  provisions  of  this  article,  said  provisions,  so 
far  9s  may  be  necessary  or  proper,  shall  be  incorporated  into  the  by-laws  of  the  rail- 
road company;  the  number  of  directors  shall  be  increased  from  seven,  the  present 
number,  to  nine,  and  the  by-laws  shall  be  amended  accordingly. 

ARTICLE    TWELFTH. 

The  bank  examiner  and  railroad  examiner  mentioned  in  articles  tenth  and  eleventh 
shall  be  one  and  the  same  person,  and  such  person  shall  continue  to  act  in  those  capac- 
ities and  as  director  of  the  bank  and  of  the  railroad  company,  respectively,  so  long 
only  as  the  Republic  shall  continue  to  own  49  per  cent  of  the  capital  stock  of  said  corpo- 
rations. Whenever  the  Republic  shall  cease  to  own  said  amount  of  stock  in  either  of 
said  corporations,  the  person  then  acting  as  examiner  therefor  shall  cease  to  act  both 
as  such  examiner  and  as  a  member  of  its  board  of  directors,  and  the  Republic  shall 
thereupon  procure  his  resignation,  as  also  the  resignation  of  the  two  other  directors 
of  such  board  to  be  nominated  by  the  Republic  as  hereinbefore  provided. 

ARTICLE   THIRTEENTH, 

The  bankers  shall  be  liable  only  for  the  payment  of  the  sums  hereinbefore  provided, 
and  they  shall  not  be  liable  for  the  proper  application  or  disposal  of  such  sums. 

The  bankers  shall  at  all  times  be  free  from  liability  in  acting  upon  any  notice, 
request,  consent,  certificate,  paper,  or  other  document  believed  by  them  to  be  genuine 
and  to  be  signed  by  the  person  or  persons  purporting  to  sign  the  same. 

ARTICLE  FOURTEENTH. 

Any  notice  under  this  agreement  by  the  bankers  to  the  Republic  shall  be  in  writing, 
addressed  "El  Ministro  de  Hacienda  de  la  Republica  de  Nicaragua,"  and  shall  be 
deemed  to  have  been  duly  given  if  delivered  at  the  legation  of  the  Republic  in  Wash- 
ington, D.  C,  or  at  the  consulate  of  the  Republic  in  the  city  of  New  York,  or  if 
deposited  in  the  mails  inclosed  in  a  sealed,  postage-prepaid  package,  addressed  as 
above  to  Managua,  Nicaragua.  Service  of  such  notice  sliall  be  deemed  complete  as 
of  the  date  of  such  delivery  or  as  of  the  date  of  such  deposit  in  tlie  mails.  In  each  case, 
however,  a  duplicate  of  such  notice  shall  be  delivered  to  the  Department  of  State  of 
the  United  States. 

Any  notice  to  the  bankers  shall  be  ^ven  in  writing,  addressed  to  Brown  Bros.  &  Co. 
and  J.  &  W.  Seligman  &  Co.,  and  delivered  at  their  offices  in  the  city  of  New  York. 
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ARTICLE    FIFTEENTH.  / 

This  agreement  shall  be  deemed  to  be,  and  shall  be  construed  as  a  New  York  con- 
tract; and  time  is  of  the  essence  of  this  agreement.  The  provisions  of  this  agreement 
shall  apply  to  and  in  respect  of  the  firms  of  bankers  constituting  the  parties  of  the 
second  part  as  such  firms  shall  from  time  to  time  be  constituted,  without  reference  to 
any  change  of  membership. 

ARTICLE    SIXTEENTH. 

The  preferential  rights  granted  hereunder  to  the  parties  of  the  second  part  are 
intended  for  their  joint  benefit,  and  in  each  case  such  rights  shall  be  exercised  jointly 
b)^'  both  firms,  except  that,  if  in  the  case  of  any  particular  preferential  right  either  of 
said  firms  shall  elect  not  to  avail  itself  thereof,  the  same  may  be  exercised  by  and  shall 
inure  to  the  benefit  of  the  other  firm. 

ARTICLE    SEVENTEENTH. 

The  Republic  grants  to  the  bankers  the  right  to  sell,  assign,  and  convey  to  any  per- 
son, company  or  companies,  excepting  to  foreign  governments,  all  or  any  part  of  the 
rights  granted  or  secured  to  them  hereunder. 

ARTICLE    EIGHTEENTH. 

Within  10  days  from  the  date  hereof  the  Republic  shall  file  with  the  Department  of 
State  of  the  United  States  of  America  an  original  executed  counterpart  of  this  contract. 

ARTICLE    NINETEENTH. 

Upon  the  execution  hereof  the  originals  of  this  contract  shall  be  deposited  with 
Curtis,  Mallet-Prevost  &  Colt,  of  No.  30  Broad  Street,  New  York,  in  escrow,  to  be  deliv- 
ered by  them,  one  to  Senor  don  Pedro  Rafael  Cuadra,  three  to  the  bankers,  and  one, 
in  accordance  with  article  eighteenth  above,  to  the  Department  of  State  of  the  United 
States,  when  and  as  soon  as  a  decree  approving  this  contract  sufficient  in  the  opinion 
of  said  Curtis,  Mallet-Prevost  &  Colt  shall  have  been  made  by  the  executive  of  the 
Republic  and  deposited  with  the  National  Bank  of  Nicaragua  (Inc.),  in  Managua, 
and  the  latter  shall  have  notified  the  bankers  by  cable  of  the  making  and  deposit  of 
such  decree;  provided,  however,  that  such  decree  shall  be  made  and  deposited  and 
notice  thereof  received  within  seven  days  from  the  date  hereof  or  within  such  further 
period  as  the  parties  hereto  may  agree.  If  such  executive  decree  be  not  made  and 
deposited  and  notice  thereof  received  by  cable  as  aforesaid  within  said  seven  days 
or  within  such  further  period  as  the  parties  hereto  may  agree,  this  agreement  shall  be 
null  and  void  and  shall  be  canceled  by  said  Curtis,  Mallet-Prevost  &  Colt. 

In  witness  whereof,  the  Republic  has  caused  this  contract  to  be  subscribed  on  its 
behalf  by  Senor  don  Pedro  Rafael  Cuadra,  minister  of  finance  and  financial  agent  of 
Nicaragua,  and  said  Brown  Bros.  &  Co.  and  said  J.  &  W.  Seligman  &  Co.  have  here- 
unto set  their  hands  and  seals  the  day  and  year  first  above  written. 

This  contract  is  executed  in  quintuplicate. 

Pedro  Raf.  Cuadra, 
Minister  of  Finance  and  Financial  Agent  of  the  Republic  of  Nicaragua. 

Brown  Bros.  &  Co.  [seal.] 

J.  &  W.  Seligman  &  Co.     [seal.] 

(Schedule  No.  1.] 

Agreement,  made  at  the  city  of  New  York  this  8th  day  of  October,  1913,  between 
the  Republic  of  Nicaragua,  hereinafter  called  the  "Republic,"  party  of  the  first 

f)art,  and  United  States  Mortgage  &  Trust  Co. ,  a  corporation  organized  under  the 
aws  of  the  State  of  New  York,  hereinafter  called  the  "trustee,"  party  of  the  second 

part,  witnesseth: 

Whereas  for  the  purposes  of  providing  for  the  payment  of  its  obligations,  of  insur- 
ing the  stability  of  its  currency  system,  and  other  purposes,  the  Republic  proposes 
to  create  and  issue  its  treasury  bills  to  the  aggregate  principal  amount  of  $1,060,000 
United  States  gold,  to  be  secured  as  hereinafter  provided;  and 

Whereas  the  execution  of  this  agreement  and  the  issue  of  bills  herein  described 
has  been  duly  authorized  by  the  Republic  and  all  action  has  been  taken  necessary 
to  make  said  bills  the  legal  obligations  of  said  Republic;  and 

49762— FT  1—14 4 


50        CONVENTION    BETWEEN    UNITED    STATES    AND    NICARAGUA. 

Whereas  the  Republic  desires  the  United  States  Mortgage  &  Trust  Co.  to  act  as 
trustee  under  this  agreement: 

Now,  therefore,  in  consideration  of  the  premises  and  of  the  mutual  covenants  and 
undertakings  hereinafter  contained,  it  is  hereby  agreed  as  follows: 

ARTICLE   FIRST. 

The  treasury  hills. 

Section  1.  The  Republic  shall  issue  its  bills  to  the  aggregate  principal  of  $1,060,000 
United  States  gold,  which  shall  be  designated  and  known  as  "Republic  of  Nicaragua 
treasury  bills  of  1913"  (hereinafter  for  brevity  called  the  "bills"). 

Sec.  2.  The  bills  shall  be  in  denominations  of  $5,000  and  $10,000  each;  shall  be 
dated  the  1st  day  of  October,  1913;  shall  be  payable  in  gold  coin  of  the  United  States 
of  the  present  standard  of  weight  and  fineness,  on  the  1st  day  of  October,  1914,  with- 
out interest;  and  on  and  after  the  1st  day  of  January,  1914,  shall  be  subject  to  redemp- 
tion at  the  option  of  the  Republic  at  a  premium  of  1  per  cent  upon  notice  as  here- 
inafter provided. 

Sec  3.  The  bills  shall  be  payable  at  the  offices  of  either  Brown  Bros.  &  Co.  or 
J.  &  W.  Seligman  &  Co.  in  the  city  of  New  York;  or  at  the  option  of  the  holder,  at 
the  offices  of  Brown,  Shipley  &  Co.  or  Seligman  Bros.,  in  London,  England,  at  the 
fixed  rate  of  exchange  of  $4.85  to  the  pound  sterling;  or  at  the  option  of  the  holder, 
at  the  office  of  Seligman  Freres  &  Cie.,  in  Paris,  France,  at  the  fixed  rate  of  exchange 
of  5  francs  and  21  centimes  to  the  dollar. 

Sec  4.  The  bills  shall  be  in  substantially  the  following  form  and  of  substantially 
the  following  tenor  and  purport: 

No $ 

United  States  gold. 
Republic  of  Nicaragua. 

treasury  bill  of  1913. 

New  York,  October  1,  1913. 

One  year  from  date  (fixed)  the  Republic  of  Nicaragua,  for  value  received,  promises 

to  pay  to ,  or  order,  the  sum  of dollars  ($ )  in  gold  coin  of 

the  United  States  of  America,  at  the  office  of  either  Brown  Bros.  &  Co.  or  J.  &  W.  Selig- 
man &  Co.,  in  the  city  of  New  York;  or  at  the  option  of  the  holder,  at  the  office  of 
either  Brown,  Shipley  &  Co.  or  Seligman  Bros,  in  London,  England,  at  the  fixed  rate 
of  exchange  of  $4.85  to  the  pound  sterling;  or  at  the  office  of  Seligman  Freres  &  Cie. 
in  Paris,  France,  at  the  fixed  rate  of  exchange  of  5  francs  21  centimes  to  the  dollar. 

This  bill  is  issued  in  pursuance  of  and  subject  to  an  agreement  between  the  Repub- 
lic of  Nicaragua  and  United  States  Mortgage  &  Trust  Co.,  of  New  York,  dated , 

1913. 


Minister  of  Finance  and  Financial  Agent. 

Authenticated  as  a  bill  described  in  the  within-mentioned  agreement  dated , 

1913. 

United  States  Mortgage  &  Trust  Co.,  Trustee, 
By 

Sec.  5.  The  bills  shall  be  signed  in  the  city  of  New  York  by  the  minister  of  finance 
and  financial  agent  of  the  Republic. 

Sec  6.  Each  bill  shall  bear  thereon  a  certificate  substantially  in  the  form  as  shown 
in  section  4  above,  which  shall  be  signed  by  the  trustee,  authenticating  such  bill; 
no  bill  shall  be  valid  without  such  certificate  so  signed;  and  such  certificate  shall  be 
conclusive  evidence  that  the  bill  so  certified  has  been  duly  issued  in  pursuance  of 
this  agreement  and  that  the  holder  is  entitled  to  the  benefits  thereof.  Bills  to  the 
amount  of  said  issue  shall  be  signed  by  the  minister  of  finance  and  financial  agent 
of  the  Republic,  and  delivered  to  the  trustee  for  certification  as  aforesaid,  and  when  so 
certified  shall  be  delivered  by  the  trustee  to  Brown  Bros.  &  Co.  and  J.  &  W.  Seligman 
&Co. 

Sec  7.  The  loan  represented  by  said  bills  shall  constitute  and  is  hereby  declared 
to  be  a  direct  liability  and  obligation  of  the  Republic  irrespective  of  any  security 
provided  h  reunder,  and  the  Republic  hereby  pledges  its  faitn  and  credit  for  the  due 
and  punctual  payment  of  said  bills  and  for  the  performance  of  all  its  undertakings 
hereunder. 
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Sec.  8.  The  Republic  shall  pay  the  stamp  and  other  duties,  if  any,  to  which  under 
the  laws  of  the  Republic  this  agre.-ment  is  or  hiay  be  subject,  and  the  bills  shall  be 
exempt  from  all  taxes  now  or  hereafter  established  by  or  within  the  Republic.  The 
Republic  shall  also  pay  the  stamp  and  other  duties,  if  any,  to  which  under  the  laws 
of  either  th-  United  States,  Great  Britain,  or  France  said  bills  may  be  subject. 

ARTICLE    SECOND. 

Security. 

Section  1.  The  Republic  covenants  and  agrees  that  the  bills  shall  be  and  they 
hereby  are  secured  as  follows: 

{a)  By  a  lien  or  charge  upon  all  import  and  export  custom  a  duties  receivable  by  or. 
for  the  Republic  from  and  after  the  date  of  said  bills;  said  lien  or  charge  upon  said 
customs  duties  being,  however,  subject  to  the  following  prior  liens  thereon: 

(1)  To  the  lien  created  in  favor  of  certain  of  the  1909  bonds  of  the  Republic  by  thq 
agreement  of  May  25,  1912,  between  the  Republic  and  the  "Corporation  of  Foreign 
Bondholders."  .^ 

(2)  To  the  lien  created  in  favor  of  the  "Corporation  of  Foreign  Bondholders"  by 
the  indemnity  agreement  between  the  Republic  and  said  corporation  dated  October 
31,  1912;  and 

(3)  To  the  lien  in  favor  of  the  National  Bank  of  Nicaragua  (Inc.),  for  insuring  the 
vstability  of  the  currency  exchange  fund  created  by  an  agreement  of  even  date  here- 
with between  the  Republic  and  said  bank. 

(6)  By  a  first  lien  or  charge  on  1,470  shares  of  the  capital  stock  of  the  National  Bank 
of  Nicaragua  (Inc.),  certificates  for  which,  duly  indorsed  in  blank,  are  pledged  and 
deposited  with  the  trustee  upon  the  execution  hereof.  Said  certificates  shall  be  in 
the  name  of  the  minister  of  finance  of  the  Republic,  or  of  such  person  or  persons  as  he 
may  from  time  to  time  designate;  and  before  being  deposited  as  aforesaid,  shall  be 
stamped  as  required  by  a  contract  of  even  date  herewith  between  the  Republic  and 
Brown  Bros.  &  Co.  and  J.  &  W.  Seligman  &  Co. 

(c)  By  a  first  lien  or  chaige  on  16,170  shares  of  the  capital  stock  of  Ferrocarril  del 
Pacifico^  de  Nicaragua,  certificates  for  which  shares,  duly  indorsed  in  blank,  are 
pledged  and  deposited  with  the  trustee  upon  the  execution  hereof.  Said  certificates 
shall  be  in  the  name  of  the  minister  of  finance  of  the  Republic,  or  of  such  person  or 
persons  as  he  may  from  time  to  time  designate ;  and  before  being  deposited  as  aforesaid 
shall  be  stamped  as  required  by  a  contract  of  even  date  herewith  between  the  Republic 
and  Brown  Bros.  &  Co.  and  J.  &  W.  Seligman  &  Co. 

Sec  2.  So  long  as  no  default  shall  exist  in  respect  to  any  of  the  covenants,  stipu- 
lations, and  conditions  herein  or  in  said  bills  set  forth  on  the  part  of  the  Republic  to 
be  performed,  the  Republic  shall  be  entitled  to  receive  all  dividends  upon  the  shares 
of  stock  held  and  pledged  hereunder,  and  voting  power  upon  such  shares  shall  be 
exercised  by  such  person  or  persons  as  the  minister  of  finance  of  the  Republic  may 
from  time  to  time  designate.  In  the  event,  however,  of  any  such  default,  the  trustee 
shall  be  entitled  to  receive  all  dividends  upon  the  shares  of  stock  pledged  hereunder, 
and  shall  hold  or  apply  such  dividends  for  the  benefit  or  security  of  the  holders  of 
bills  hereunder;  and,  in  order  that  said  dividends  shall  be  paid  to  it  for  the  purposes 
aforesaid,  said  trustee  may  at  its  option  cause  said  shares  of  stock  to  be  transferred  to 
its  name  or  that  of  its  nominee,  and  when  so  transferred  said  shares  shall  continue 
to  be  held  by  said  trustee  under  the  terms  of  this  agreement  as  security  hereunder. 

ARTICLE    THIRD. 

Collection  of  customs 

The  provisions  of  the  agreement  of  May  25,  1912,  between  the  Republic  and  the 
"Corporation  of  Foreign  Bondholders"  with  respect  to  the  collection  of  customs,  are 
hereby  ratified  and  confirmed;  and  it  is  hereby  agreed  that,  so  long  as  any  of  the 
bills  shall  remain  unpaid,  all  customs  duties,  both  on  exports  and  imports,  recei vi- 
able by  or  for  the  Republic,  shall  be  collected  and  administered  by  the  collector 
general  of  customs,  as  set  forth  in  article  fifth  of  the  treasury  bills  agreement  of  Sep- 
tember 1,  1911,  between  the  Republic  of  Nicaragua  and  Brown  Bros.  &  Co.  and  J. 
&  W.  Seligman  &  Co.,  under  which  the  United  States  Mortgage  &  Trust  Co.  has  here- 
tofore acted  as  trustee.  The  provisions  of  sections  2,  3,  and  4  of  said  article  fifth  of 
said  treasury  bills  agreement  are  hereby  continued  in  force  during  the  life  of  the 
bills  issued  hereunder,  and  are  hereby  incorporated  into  and  made  applicable  to 
this  agreement;  provided,  however,  that  so  long  as  there  shall  be  no  default  hereunder 
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any  amounts  so  collected  not  required  for  the  purposes  of  the  three  agreements  men- 
tioned in  article  second,  section  1,  subdivision  (a)  above,  shall  be  payable  to  the 
Republic  by  deposit  to  its  credit  with  the  National  Bank  of  Nicaragua  (Inc.). 

ARTICLE    FOURTH. 

Enforcement  of  security  upon  default. 

In  case  default  shall  be  made  in  the  payment  of  any  bill  (or  in  case  default  shall 
be  made  in  the  due  performance  of  any  of  the  covenants  of  the  Republic  hereunder 
and  any  such  last-mentioned  default  shall  continue  for  a  period  of  30  days  after  writ- 
ten notice  thereof  and  demand  of  performance),  then  and  in  each  such  case  the 
trustee  shall  forthwith  notify  the  collector  general  of  customs  of  such  default,  and 
thereafter  all  import  and  export  customs  duties,  after  the  payment  of  the  expenses 
attending  the  collection  of  the  same,  and  after  setting  aside  such  amounts,  if  any, 
as  may  be  required  by  the  agreements  mentioned  in  article  second,  section  I,  sub- 
division (a)  above,  and  so  long  as  any  of  the  bills,  or  any  interest  thereon,  remain 
unpaid,  shaxl  from  time  to  time,  at  least  monthly,  be  reniitted  to  the  trustee.  The 
amounts  so  to  be  received  by  the  trustee  shall  from  time  to  time  be  applied  by  it  as 
follows: 

1.  To  the  payment  of  all  expenses,  liabilities,  and  advances  made  or  incurred  by  the 
trustee  in  the  conduct  and  enforcement  of  the  trusts  hereby  created,  including  a  reason- 
able compensation  to  the  trustee,  its  agents,  attorneys,  and  counsel. 

2.  To  the  payment  from  time  to  time,  ratably  among  the  holders  of  the  bills  hereby 
secured,  of  the  amounts  owing  and  unpaid  upon  such  bills,  without  preference  of  any 
bill  over  any  others,  until  the  whole  amount  owing  or  unpaid  upon  such  bills,  witn 
interest  at  the  rate  of  6  per  cent  per  annum  from  and  after  the  date  of  their  maturity, 
shall  have  been  paid . 

Notwithstanding  the  provisions  hereinbefore  contained  with  reference  to  the  dis- 
position and  application  of  the  customs  revenues  in  case  of  default  as  aforesaid,  the 
trustee  may,  and  if  thereunto  requested  by  the  holders  of  a  majority  in  amount  of  the 
bills  issued  and  out.standing  hereunder,  and  if  indemnified  to  its 'satisfaction  for  its 
costs  and  expenses  in  so  doing,  shall  proceed  to  sell  the  shares  of  stock  pledged  here- 
under: Provided,  however,  That  at  the  date  of  such  sale  or  sales  the  whole  amount  owing 
or  unpaid  upon  the  bills  hereby  secured,  with  interest  at  the  rate  of  6  per  cent  per 
annum  from  and  after  the  date  of  their  maturity,  and  the  compensation  and  expenses 
of  the  trustee  shall  not  have  been  liquidated:  Provided  also.  That  the  shares  of  stock 
of  the  National  Bank  of  Nicaragua  (Inc.),  shall  be  first  sold,  but  not  until  the  expiration 
(f  six  months  after  such  default:  And  jrrovided  further,  That  the  shares  of  Ferrocarril 
del  Pacifico  de  Nicaragua  shall  be  sold  second,  but  not  until  the  expiration  of  one  year 
after  such  default. 

The  sale  or  sales  to  be  made  hereunder  shall  be  at  public  auction  at  such  place  in 
the  city  of  New  York  and  at  such  time  and  upon  such  terms  as  the  trustee  may 
specify. 

Notice  of  any  such  sale  shall  state  the  time  when  and  the  place  where  the  same  is  to 
be  held,  and  shall  contain  a  brief  general  description  of  the  securities  to  be  sold.  Such 
notice  shall  be  published  twice  a  week  for  two  successive  weeks  prior  to  such  sale  in 
a  daily  newspaper  published  in  the  city  of  New  York,  and  a  copy  of  said  notice  shall, 
at  least  two  weeks  prior  to  the  date  of  sale,  be  sent  to  the  Republic,  as  hereinafter 
provided. 

The  trustee  shall  have  the  power,  in  his  discretion,  to  adjourn  anv  such  sale  from 
time  to  time  as  to  the  whole  or  any  part  of  the  property  to  be  sold,  and  if  so  adjourned, 
shall  have  power  to  make  such  sale  upon  the  date  to  which  the  adjournment  is  had, 
without  further  notice  of  the  time  or  place  to  which  the  sale  may  be  so  adjourned. 

Upon  the  completion  of  any  such  sale  or  sales,  the  trustee  shall  transfer  and  deliver 
such  of  the  shares  of  stock  as  shall  have  been  sold  to  the  purchaser  or  purchasers  thereof, 
and  the  same  shall  thereupon  be  freed  and  discharged  from  the  trusts  and  lien  hereby 
created.  The  trustee  and  its  successors  are  hereby  appointed  true  and  lawful  attorney 
or  attorneys  irrevocable  of  the  Republic,  in  its  name  to  make,  execute,  and  deliver 
to  such  purchaser  or  purchasers  sucn  good  and  sufficient  assignments,  transfers,  or  other 
instruments  as  may  be  necessary  or  proper  to  vest  in  sucli  purchaser  or  purchasers 
full  and  complete  title  and  ownership  of  and  to  the  shares  of  stock  so  sold. 

The  receipt  of  the  trustee  for  the  purchase  money  shall  be  sufficient  discharge  for 
the  purchaser  or  purchasers  of  any  of  said  shares  for  his  or  their  purchase  money. 

Upon  any  such  sale,  the  trustee  or  any  holder  of  bills  hereunder,  or  any  other  person, 
may  bid  for  and  may  purchase  the  stock  offered  for  sale  or  any  part  thereof. 
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The  proceeds  of  any  sale  made  as  aforesaid,  in  so  far  as  the  amounts  theretofore 
received  by  the  trustee  from  the  collector  general  of  customs  as  hereinbefore  pro- 
vided, or  the  amounts  realized  under  any  earlier  sale  of  securities  hereunder,  may  have 
been  insufficient  for  the  purpose,  shall  be  applied  as  follows: 

1.  To  the  payment  of  the  costs  and  expenses  of  such  sale,  including  a  reasonable  com- 
pensation to  the  trustee,  its  agents,  attorneys,  and  counsel,  and  of  all  expenses,  lia- 
bilities and  advances  made  or  incurred  by  the  trustees  in  the  conduct  and  enforcement 
of  the  trusts  hereby  created; 

2.  To  the  payment  of  the  whole  amount  then  owing  or  unpaid  upon  the  bills  hereby 
secured,  with  interest  at  the  rate  of  6  per  cent  per  annum  from  and  after  the  date 
of  their  maturity,  or  in  case  of  the  insufficiency  of  such  proceeds  for  that  purpose, 
then  to  the  payment  ratably  of  the  amounts  owing  and  unpaid  upon  such  bills,  with- 
out preference  of  any  bill  over  any  others;  and 

3.  To  the  payment  of  the  surplus,  if  any,  to  the  Republic  or  to  whomsoever  shall 
be  lawfully  entitled  to  receive  the  same. 

ARTICLE    FIFTH. 

Redemption  of  bills. 

On  and  at  any  time  after  the  1st  day  of  January,  1914,  the  Republic,  at  its  option, 
may  redeem  all  or  any  of  the  bills  at  that  time  outstanding,  by  paying  the  principal 
amount  of  such  bills,  together  with  the  premium  of  1  per  cent  thereon,  provided  that 
the  Republic  shall  by  publication  in  one  or  more  newspapers  of  general  circulation 
in  each  of  the  cities  of  New  York,  London,  and  Paris,  respectively,  twice  a  week  for 
one  month  immediately  preceding  the  date  of  such  redemption,  have  given  prior  notice 
of  its  intention  to  so  redeem;  such  notice  shall  specify  the  date  of  redemption,  and  if 
part  only  of  the  bills  are  to  be  redeemed,  shall  designate  the  numbers  of  such  bills. 

In  case  the  Republic  shall  desire  to  redeem,  as  aforesaid,  all  bills  outstanding,  it 
may  deposit  with  the  trustee  the  amount  niecessary  for  such  redemption,  together 
with  proof  that  said  notice  of  redemption  has  been  given  by  publication  in  the  man- 
ner aforesaid;  and  in  that  case,  upon  the  payment  to  the  trustee  of  all  costs,  charges, 
and  expenses  to  which  it  may  be  entitled,  the  trustee  shall  cancel  and  satisfy  this 
agreement.  If  such  deposit  and  payment  shall  be  made  as  aforesaid,  said  deposit 
as  between  the  Republic  and  the  holders  of  said  bills  shall  be  deemed  to  be  a  payment 
of  said  bills. 

After  the  shares  of  stock  pledged  hereunder  shall  be  thus  released  from  the  lien  of 
this  agreement,  the  certificates  representing  said  shares,  stamped  as  required  by  a 
contract  of  even  date  herewith  between  the  Republic  and  Brown  Bros.  &  Co.  and 
J.  &  W.  Seligman  &  Co.,  shall  be  delivered  to  the  minister  of  finance  of  the  Republic, 
or  to  such  person  or  persons  as  he  in  writing  may  direct. 

ARTICLE    SIXTH. 

Defeasance. 

WYiene\er  the  Republic  shall  pay  all  bills  secured  hereunder  or  shall  provide  for 
such  payment  by  depositing  with  the  trustee  the  entire  amount  due  thereon,  if  the 
Republic  shall  at  the  same  time  pay  or  cause  to  be  paid  all  other  sums  payable  here- 
under, then  and  in  such  case  the  right,  title,  and  interest  of  the  trustee  under  this 
agreement  shall  cease  and  determine,  and  the  trustee  shall  deliver  to  the  minister 
of  finance  of  the  Republic,  or  to  such  person  or  persons  as  he  in  writing  may  designate, 
all  securities  pledged  hereunder,  stamped  as  aforesaid,  and  shall  execute  proper 
instruments  acknowledging  satisfaction. 

ARTICLE    SEVENTH. 

Concerning  the  trustee. 

Section  1.  The  Republic  hereby  appoints  the  United  States  Mortgage  &  Trust  Co. 
trustee  for  the  holders  of  bills,  with  full  power  to  appoint  agents  in  the  United  States 
or  Europe,  or  elsewhere,  to  act  for  it  in  respect  thereof,  and  the  United  States  Mortgage 
&  Trust  Co.  hereby  accepts  such  appointment. 

Sec  2.  The  trustee  may  at  any  time  instead  of  acting  personally,  employ  and  ap- 
point such  agent  or  agents  and  attorney  or  attorneys  as  it  may  deem  desirable. 

Sec  3.  The  trustee  shall  be  entitled  to  reasonable  compensation  for  all  services 
rendered  by  it  in  the  execution  of  the  trusts  hereby  created,  and  the  Republic  agrees 
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from  time  to  time  to  pay  such  compensation  and  to  reimburse  the  trustee,  with  intcrot  t, 
for  all  liability  and  expenses,  including  counsel  fees,  which  it  may  have  incurred 
hereunder. 

Sec.  4.  The  trustee  shall  not  be  answerable  for  the  default  or  misconduct  of  any 
agent,  attorney,  bank,  or  banker  appointed  or  selected  by  it  in  pursuance  hereof 
if  such  agent,  attorney,  bank,  or  banker  shall  have  been  selected  with  reasonable 
care;  or  for  anything  whatever  in  connection  with  this  trust  except  for  its  own  willful 
misconduct. 

Sec.  5.  The  trustee  may  at  any  time  and  from  time  to  time  take  such  steps  as  it 
may  deem  proper  for  the  enforcement  of  the  provisions  hereof  and  for  the  protection 
of  the  rights  of  the  holders  of  bills  hereunder. 

Sec.  6.  The  trustee  shall  have,  n  addition  to  the  rights,  powers,  and  duties  con- 
ferred by  law  and  otherwise  by  this  instrument,  the  following  rights,  powers,  and 
duties: 

(a)  It  shall  from  time  to  time  receive  all  such  sums  as  shall  be  paid  to  it  in  accord- 
ance with  this  agreement,  and  shall  use  and  apply  in  the  manner  herein  authorized  the 
moneys  so  received. 

(b)  It  may,  subject  to  the  terms  of  this  agreement,  act  in  accordance  with  the  written 
order  of  the  minister  of  finance  of  the  Republic;  and  the  order  of  the  the  minister  of 
finance  as  aforesaid  shall  be  full  protection  to  the  trustee  for  action  in  accordance 
therewith. 

(c)  The  trustee  shall  only  be  chargeable  for  such  moneys  as  may  be  actually  recei\'Bd 
by  it  in  the  city  of  New  York  from  the  Republic  or  for  its  account. 

(d)  All  representations  and  recitals  contained  in  this  agreement  and  in  the  bills  are 
made  by  and  on  behalf  of  the  Republic,  and  the  trustee  is  in  no  way  responsible  there- 
for or  for  any  statement  therein  contair.ed  or  for  any  action  or  thing  by  it  done  by 
reason  of  any  representation  made  by  the  Republic  or  by  any  of  its  agents  or  repre  - 
sentatives.  The  trustee  shall  be  protected  in  acting  upon  any  notice,  request,  consent, 
certificate,  bill,  or  other  paper  or  document  believed  by  it  to  be  genuine  and  to  be 
signed  by  the  person  or  persons  purporting  to  sign  the  same.  It  may  advise  with  legal 
counsel,  and  the  trustee  shall  incur  no  liability  for  any  action  taken  or  suffered  here- 
under by  the  trustee  in  accordance  with  the  opinion  of  such  counsel.  The  trustee 
shall  incur  no  responsibility  in  respect  of  the  execution  or  validity  hereof  or  of  said 
bills,  nor  in  respect  of  the  genuineness,  validity,  or  value  of  any  shares  of  stock  depositd 
with  it,  and  makes  no  representations  in  respect  thereof,  nor  shall  it  incur  any  respon- 
sibility, except  as  herein  expressly  provided,  in  respect  of  the  disposition  of  said  bills 
or  the  application  of  the  proceeds  thereof.  The  trustee  shall  incur  no  responsibility 
by  reason  of  the  failure  of  the  Republic  or  of  any  other  person  or  persons  mentioned 
herein  to  carry  out  or  perform  any  covenant,  agreement,  or  provision  of  this  contract. 

Sec.  7.  The  trustee  may  withdraw  and  resign  by  giving  notice  to  the  Republic  of 
such  intention,  specifying  the  date  when  it  is  desired  such  withdrawal  shall  take  effect, 
which  shall  not  be  less  than  one  month  after  such  notice  to  the  Republic  shall  have 
been  given,  unless  shorter  notice  shall  be  accepted  by  the  Republic.  In  case  the 
trustee  shall  resign,  a  successor  shall,  with  the  approval  of  the  Secretary  of  State  of  the 
United  States,  be  appointed  by  the  Republic  by  designation  in  writing  under  the 
hand  of  the  minister  of  finance  of  the  Republic;  a  counterpart  thereof  shall  be  deliv- 
ered to  such  successor  and  a  counterpart  filed  in  the  Department  of  State  of  the  United 
States  of  America. 

Any  corporation  into  which  the  trustee  or  its  successor  in  the  trust  may  me  merged 
or  ariy  corporation  resulting  from  any  merger  or  consolidation  to  which  the  trustee 
or  its  successor  or  successors  shall  be  a  party,  shall  be  its  successor  in  the  trust  hereunder 
without  the  execution  or  filing  of  any  paper  or  any  further  act  on  the  part  of  any  of  Ihe 
parties  hereto,  anything  herein  to  the  contrary  notwithstanding. 

ARTICLE    EIGHTH. 

Notices. 

Any  statement,  notice,  request  or  other  communication  under  this  contract  from 
the  trustee  to  the  Republic  snail  be  in  writing,  addressed  "El  Ministro  do  Hacienda 
de  la  Rep6blica  de  Nicaragua,"  and  shall  be  deemed  to  h.ive  been  duly  given  if 
delivered  at  the  legation  of  the  Republic  in  \\ashingtx)n,  I>.  ('.,  or  at  the  consulate 
of  the  Republic  in  the  city  of  New  York,  or  if  deposited  in  the  mails  inclosed  in  a 
sealed,  postage-prepaid  package,  addressed  as  above  to  Managua,  Nicaragua.  Service 
of  such  notice  or  other  communication  shall  be  deemed  complete  as  of  the  date  of 
8]uch  delivery  or  as  of  the  date  of  such  deposit  in  the  mails;  in  each  case,  however,  a 
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duplicate  of  such  statement,  notice,  request,  or  other  communication  shall  be  deliv- 
ered to  the  Department  of  State  of  the  United  States. 

Any  notice  or  other  communication  from  the  Republic  to  the  trustee  shall  also  be 
in  writing,  and  shall  be  sufficiently  given  if  addressed  to  such  trustee  and  delivered 
at  its  office  in  the  city  of  New  York. 

ARTICLE    NINTH. 

General  provisions. 

Section  1.  This  contract  shall  bind  and  is  for  the  exclusive  benefit  of  the  parties 
hereto  and  the  holders  of  the  bills  issued  hereunder. 

Sec  2.  This  contract  shall  be  deemed  to  be,  and  shall  be  construed  as,  a  New  York 
contract  made  for  the  benefit  and  security  of  the  holders  from  time  to  time  of  the 
bills  issued  hereunder;  and  time  is  of  the  essence  of  this  agreement. 

Sec.  3.  This  contract  has  been  submitted  to  the  Secretary  of  State  of  the  United 
States  for  his  approval,  and  it  is  hereby  agreed  that,  within  10  days  from  the  date 
hereof,  the  Republic  shall  file  with  the  Department  of  State  of  the  United  States 
of  America  an  original  executed  counterpart  of  this  contract. 

Sec.  4.  Upon  the  execution  hereof  the  originals  of  this  contract  as  well  as  the  bills 
therein  described  executed  by  the  minister  of  finance  shall  be  deposited  with  Curtis, 
Mallet-Prevost  &  Colt,  No.  30  Broad  Street,  New  York  City,  in  escrow,  to  be  deliv- 
ered by  them,  one  original  to  Senor  don  Pedro  Rafael  Cuadra,  one  to  the  United 
States  Mortgage  &  Trust  Co.,  one  to  Brown  Bros.  &  Co.,  one  to  J.  &  W.  Seligman  & 
Co.,  and  one,  in  accordance  with  section  3  above,  to  the  Department  of  State  of  the 
United  States,  and  the  bills  to  be  delivered  to  the  United  States  Mortgage  &  Trust 
Co.  for  certification,  when  and  as  soon  as  a  decree  approving  this  contract  sufficient 
in  the  opinion  of  said  Curtis,  Mallet-Prevost  &  Colt  shall  have  been  made  by  the 
executive  of  the  Republic  and  deposited  with  the  National  Bank  of  Nicaragua  (Inc.), 
in  Managua,  and  the  latter  shall  have  notified  Brown  Bros.  &  Co.  and  J.  &  W.  Selig- 
man &  Co.  by  cable  of  the  making  and  deposit  of  such  decree:  Provided,  however, 
That  such  decree  shall  be  made  and  deposited  and  notice  thereof  received  within 
seven  days  from  the  date  hereof  or  within  such  further  period  as  the  parties  hereto 
may  agree.  If  such  executive  decree  be  not  made  and  deposited  and  notice  thereof 
received  by  cable  as  aforesaid  within  said  seven  days  or  within  such  further  period 
as  the  parties  hereto  may  agree,  this  agreement  and  said  bills  shall  be  null  and  void 
and  shall  be  canceled  by  said  Curtis,  Mallet-Prevost  &  Colt. 

I  witness  whereof  the  Republic  has  caused  this  agreement  to  be  subscribed  on  its 
behalf  by  Sefior  Don  Pedro  Rafael  Cuadra,  minister  of  finance  and  financial  agent  of 
the  Republic,  and  the  United  States  Mortgage  &  Trust  Co.  has  caused  this  agreement 
to  be  subscribed  in  its  name  by  one  of  its  vice  presidents,  and  its  corporate  seal  to 
be  hereunto  affixed  and  attested  by  one  of  its  assistant  secretaries,  the  day  and  year 
first  above  written. 

This  contract  is  executed  in  quintuplicate. 

Pedro  Raf.  Cuadra, 
Minister  of  Finance  and  Financial  Agent  of  the  Republic  of  Nicaragua. 

[seal.]  United  States  Mortgage  &  Trust  Co., 

By  Oarl  G.  Rasmus,  Vice  President. 

Attest: 

V.  Ehrlicher,  Assistan  Secretary. 

[Schedule  No.  2.] 

Agreement,  made  at  the  city  of  New  York,  this  8th  day  of  October,  1913,  between 
the  Republic  of  Nicaragua,  hereinafter  called  the  "Republic, "  party  of  the  first  part, 
and  Brown  Bros.  &  Co.  and  J.  &  W.  Seligman  &  Co.,  copartnerships  doing  business 
in  the  city  of  New  York,  hereinafter  called  the  ''bankers,"  parties  of  the  second 
part,  witnesseth: 

Whereas  for  the  purpose  of  liquidating  certain  indebtedness  of  the  Republic,  of 
providing  further  funds  to  insure  the  stability  of  the  currency  of  the  Republic,  of 
increasing  the  capital  of  the  National  Bank  of  Nicaragua  (Inc.),  of  providing  for  the 
Republic 's  current  expenses,  and  for  other  purposes,  the  Republic  wishes  to  sell  gold 
treasury  bills  about  to  be  issued,  to  be  known  as  "Republic  of  Nicaragua  treasury 
bills  of  1913,?  representing  an  aggregate  principal  amount  of  $1,060,000  United  States 
gold; 

Now,  therefore,  in  consideration  of  the  premises  and  of  the  mutual  covenants  and 
undertakings  hereinafter  contained,  and  in  consideration  of  the  covenants  and  under- 
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takings  by  the  Republic  in  various  other  contracts  executed  simultaneously  here- 
with, it  is  hereby  agreed  as  follows: 

ARTICLE    FIRST. 

The  Republic  shall  forthwith  issue  its  gold  treasury  bills  to  the  aggregate  principal 
amount  of  $1,060,000,  United  States  gold,  under  a  contract  of  even  date  herewith 
between  the  Republic  and  the  United  States  Mortgage  &  Trust  Co.,  as  trustee,  a  copy 
of  which  contract,  marked  "Schedule  No.  1,"  is  hereto  annexed  and  made  a  part 
hereof,  and  shall  cause  said  bills  to  be  certified  by  the  trustee  as  in  said  contract 
provided. 

ARTICLE    SECOND. 

The  Republic  hereby  sells,  assigns,  and  transfers  to  the  bankers,  and  the  bankers 
hereby  purchase  the  entire  issue  of  said  treasury  bills  for  the  sum  of  $1,000,000,  United 
States  gold,  to  be  paid  upon  the  delivery  of  said  bills. 

ARTICLE   THIRD. 

This  agreement  shall  be  deemed  to  be  and  shall  be  construed  as  a  New  York  contract. 

ARTICLE    FOURTH, 

This  contract  has  been  submitted  to  the  Secretary  of  State  of  the  United  States  for 
his  approval,  and  it  is  hereby  agreed  that  within  10  days  from  the  date  hereof  the 
Republic  shall  file  with  the  Department  of  State  of  the  United  States  of  America  an 
original,  executed  counterpart  of  this  contract. 

ARTICLE    FIFTH. 

Upon  the  execution  hereof  the  originals  of  this  contract  shall  be  deposited  with 
Curtis,  Mallet -Pre  vost  &  Colt,  No.  30  Broad  Street,  New  York  City,  in  escrow,  to  be 
delivered  by  them,  one  to  Senor  don  Pedro  Rafael  Cuadra,  three  to  the  bankers,  and 
one,  in  accordance  with  article  fourth  above,  to  the  Department  of  State  of  the  United 
States,  when  and  as  soon  as  a  decree  approving  this  contract  sufficient  in  the  opinion 
of  said  Curtis,  Mallet-Prevost  &  Colt  shall  have  been  made  by  the  executive  of  the 
Republic  and  deposited  with  the  National  Bank  of  Nicaragua  (Inc.)  in  Managua,  and 
the  latter  shall  have  notified  the  bankers  by  cable  of  the  making  and  deposit  of  such 
decree;  provided,  however,  that  such  decree  shall  be  made  and  deposited  and  notice 
thereof  received  within  seven  days  from  the  date  hereof  or  within  such  further  period 
as  the  parties  hereto  may  agree.  If  such  executive  decree  be  not  made  and  deposited 
and  notice  thereof  received  by  cable  as  afore^id  within  said  seven  days  or  witliin 
such  further  period  as  the  parties  hereto  may  agree,  this  agreement  shall  be  null  and 
void  and  shall  be  canceled  by  said  Curtis,  Mallet-Prevost  &  Colt. 

In  witness  whereof  the  Republic  has  caused  this  contract  to  be  subscribed  on  its 
behalf  by  Senor  dori  Pedro  Rafael  Cuadra,  minister  of  finance  and  financial  agent  of 
the  Republic  of  Nicaragua,  and  said  Brown  Bros.  &  Co.  and  said  J.  &  W.  Seligman 
&  Co.  have  hereunto  set  their  hands  and  seals  the  day  and  year  first  above  written. 
This  contract  is  executed  in  quintuplicate. 

Pedro  Raf.  Cuadra, 
Minister  of  Finance  and  Financial  Agent  of  the  Republic  of  Nicaragua. 

Brown  Bros.  &  Co.  [seal.] 

J.  &  W.  Seligman  &  Co.     [seal.] 

[Schedule  No.  3.) 

Agreement  made  at  the  city  of  New  York  this  8th  day  of  October,  1913,  hotwoen  the 
ReT)ublic  of  Nicaragua,  hereinafter  called  the  "Republic,"  party  of  the  first  part, 
and  National  Bank  of  Nicaragua  (Inc.),  hereinafter  called  the  "bank,"  party  ol  the 
second  ]>art,  witneascth: 

Whereas  the  law  of  March  20,  1912,  of  the  Republic,  hereinaflor  called  the  "mone- 
tary law,"  authorized  the  bank  as  the  agent  of  the  Ro])ublic  to  issue  bank  notes  in 
exchange  for  the  national  currency  then  in  circulation;  and 

Whereas  said  monetary  law  provided  for  the  setting  aside  of  certain  moneys,  which, 
together  with  any  additions  or  increments  thereto,  should  constitute  a  fund  called  the 
"exchange  fund";  and 
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Whereas,  in  order  to  further  guarantee  the  stability  of  the  currency  it  is  deemed 
expedient  to  increase  said  exchange  fund  and  to  have  the  same  administered  by  said 
bank; 

Now,  therefore,  for  and  in  consideration  of  the  premises  and  of  the  mutual  covenants 
and  undertakings  hereinafter  contained,  it  is  hereby  agreed  as  follows: 

First.  The  exchange  fund  mentioned  in  article  ninth  of  the  monetary  law,  and  all 
replenishments,  additions,  and  increments  thereto,  shall  hereafter  be  held  and  ad- 
ministered by  the  bank,  and  shall  be  deposited  in  special  accounts  in  New  York  or 
London,  apart  from  the  funds  of  the  bank. 

Second.  The  Republic  shall  forthwith  pay,  or  cause  to  be  paid,  to  the  bank  the  sum 
of  $350,000  as  an  addition  to  said  exchange  fund . 

Third.  If  whenever,  and  as  often  as  the  exchange  fund  deposited  in  New  York  and 
London  shall  fall  below  $100,000,  United  States  gold,  the  same  shall  be  replenished  as 
hereinafter  provided  until  such  exchange  fund  shall  amount  to  $200,000,  United  States 
gold. 

Said  replenishment  shall  be  effected  as  follows: 

Whenever  said  exchange  fund  deposited  in  New  York  and  London  as  aforesaid  shall 
fall  below  $100,000,  United  States  gold,  the  bank  shall  notify  the  minister  of  finance  of 
the  Republic  and  the  collector  general  of  customs;  thereafter  and  until  said  fund  so 
deposited  shall  have  been  increased  to  $200,000,  United  States  gold,  the  collector 
general  of  customs  shall,  at  least  monthly,  after  paying  the  expenses  attending  the 
collection  of  customs,  after  remitting  to  New  York  or  Europe  the  sums  required  for  the 
service  of  the  1909  bonds  of  the  Republic,  as  required  by  the  agreement  of  May  25, 
1912,  between  the  Republic  and  the  Corporation  of  Foreign  Bondholders,  and  after 
setting  aside  such  sums,  if  any,  as  may  be  required  by  the  indemnity  agreement 
between  the  Republic  and  said  Corporation  of  Foreign  Bondholders,  dated  October  31, 
1912,  deposit  with  the  bank  as  additions  to  the  exchange  fund  a  sum  equal  to  25  per 
cent  of  the  total  gross  amount  of  said  customs. 

This  provision  for  the  replenishment  from  time  to  time  of  the  exchange  fund  shall 
be,  and  is  hereby,  made  a  lien  and  charge  on  the  customs  of  the  Republic  subsequent 
only  to  the  hen  established  in  favor  of  the  holders  of  1909  bonds  by  the  agreement 
of  May  25,  1912,  above  referred  to,  and  to  the  lien  in  favor  of  the  Corporation  of  For- 
eign Bondholders  in  accordance  with  the  indemnity  agreement  of  October  31,  1912, 
above  mentioned. 

As  the  bank  notes  issued  under  the  monetary  law  have  been  and  will  continue  to 
be  issued  by  the  bank  solely  as  the  agent  of  the  Republic,  the  Republic  will  hold 
the  bank  harmless  against  any  claims  that  may  be  made  against  it  by  reason  of  such 
notes. 

Fourth.  The  Republic  shall  forthwith  pay  or  cause  to  be  paid  to  the  bank  all  sums 
on  deposit  with  the  United  States  Mortgage  &  Trust  Co.  under  the  provisions  of  an 
agreement  known  as  the  "Treasury  bills  agreement,"  dated  September  1,  1911, 
between  the  Republic  and  Brown  Bros.  &  Co.  and  J.  &  W.  Seligman  &  Co.,  and 
also  all  sums  which  may  be  remitted  to  said  trust  company  for  account  of  the  Repub- 
lic or  as  part  of  the  exchange  fund;  and  the  bank  shall  thereupon  hold  and  dispose 
of  said  sums  upon  the  same  trusts  and  for  the  same  purposes  as  under  existing  con- 
tracts would  govern  their  disposition  in  the  hands  of  said  trust  company.  The  pres- 
ent agreement  shall  be  sufficient  authority  to  the  United  States  Mortgage  &  Trust 
Co.  to  make  the  payments  aforesaid. 

Fifth.  The  Republic  shall  forthwith  pay  or  cause  to  be  paid  to  the  bank  the  fol- 
lowing sums: 

1.  Ten  thousand  dollars  as  compensation  for  the  bank's  services  in  connection 
with  the  conversion  of  the  national  currency  from  August  1,  1913,  to  July  31,  1914, 
inclusive. 

2.  Sixty  thousand  dollars  or  such  other  sum  as  may  still  be  owing  from  the  Repub- 
lic to  the  bank  on  account  of  the  loan  of  ^^1, 500,000  which  became  due  on  Feb- 
ruary 8,  1913,  or  on  account  of  any  other  transaction  between  the  Republic  and  the 
bank. 

3.  Thirty  thousand  dollars  qr  such  other  sum  as  may  be  owing  from  the  Republic 
to  the  bank  on  account  of  advances  recently  made  for  army  pay  rolls  and  other  Gov- 
ernment expenses. 

Sixth.  The  collection  of  the  internal  revenue  of  the  Republic,  at  present  in  charge 
of  the  bank,  shall  be  resumed  by  the  Republic  and  the  payment  of  the  interest  on 
the  internal-revenue  bonds  of  the  Republic  shall  no  longer  be  made  through  the 
bank. 

Seventh.  This  agreement  shall  be  deemed  to  be  and  shall  be  construed  as  a  New 
York  contract. 
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Eighth.  Within  10  days  from  the  date  hereof  the  Republic  shall  file  with  the 
Department  of  State  of  the  United  States  of  America  an  original  executed  counter- 
part of  this  contract. 

Ninth.  Upon  the  execution  hereof  the  originals  of  this  contract  shall  be  deposited 
with  Curtis,  Mallet-Prevost  &  Colt,  No.  30  Broad  Street,  New  York  City,  in  escrow, 
to  be  delivered  by  them,  one  to  Senor  don  Pedro  Rafael  Cuadra,  one  to  National  Bank 
of  Nicaragua  (Inc.),  one  to  Brown  Bros.  &  Co.,  one  to  J.  &  W.  Seligman  &  Co.,  and 
one,  in  accordance  with  eighth  above,  to  the  Department  of  State  of  the  United 
States,  when  and  as  soon  as  a  decree  approving  this  contract  sufficient  in  the  opinion 
of  said  Curtis,  Mallet-Prevost  &  Colt  shall  have  been  made  by  the  executive  of  the 
Republic  and  deposited  with  National  Bank  of  Nicaragua  (Inc.),  in  Managua,  and 
the  latter  shall  have  notified  Brown  Bros.  &  Co.,  and  J.  &  W.  Seligman  &  Co.,  by  cable 
of  the  making  and  deposit  of  such  decree;  provided,  however,  that  such  decree  shall 
be  made  and  deposited  and  notice  thereof  received  within  seven  days  from  the  date 
hereof,  or  within  such  further  period  as  the  parties  hereto  may  agree.  If  such  execu- 
tive decree  be  not  made  and  deposited  and  notice  thereof  received  by  cable  as  afore- 
said, within  said  seven  days,  or  within  such  further  period  as  the  parties  hereto  may 
agree,  this  agreement  shall  be  null  and  void  and  shall  be  canceled  by  said  Curtis, 
Mallet-Prevost  &  Colt. 

In  witness  whereof  the  Republic  has  caused  this  agreement  to  be  subscribed  on  its 
behalf  by  Senor  don  Pedro  Rafael  Cuadra,  minister  of  finance  and  financial  agent  of 
Nicaragua,  and  the  National  Bank  of  Nicaragua  (Inc.),  has  caused  this  contract  to  be 
executed  by  its  president  thereunto  duly  authorized  and  its  seal  to  be  hereto  affixed 
and  attested  the  day  and  year  first  above  written. 

This  contract  is  executed  in  quintuplicate. 

Pedro  Raf  Cuadra, 
Minister  of  Finance  and  Financial  Agent  of  the  Republic  of  Nicmagua. 
National  Bank  of  Nicaragua  (Inc.), 

[seal.]  By  James  Brown,  President. 

Attest: 

J.  A.  Whitaker,  Secretary. 

[Schedule  No.  4.] 

AOTeement,  made  at  the  city  of  New  York  this  8th  day  of  October,  1913,  between  the 

Republic  of  Nicaragua,  hereinafter  called  the  "Republic,"  party  of  the  first  part, 

and  Ferrocarril  del  Pacific©  de  Nicaragua,  hereinafter  called  the  "railroad company," 

party  of  the  second  part;  witnesseth; 

Whereas  the  parties  hereto  desire  to  provide  for  the  payment  of  certain  dividends 
by  the  railroad  company,  and  to  adjust  and  settle  certain  other  matters  hereinafter 
mentioned ; 

Now,  therefore,  for  and  in  consideration  of  the  premises  and  of  the  mutual  covenants 
and  undertakings  hereinafter  contained,  it  is  hereby  agreed  as  follows; 

First.  All  cash  earnings  of  the  railroad  on  hand  as  of  October  1, 1913,  after  setting 
aside  an  amount  sufficient  to  discharge  all  unpaid  obligations  of  said  railroad  for  run- 
ning expenses  to  that  date,  and  all  unpaid  obligations  for  betterments  and  improve- 
ments up  to  September  11,  1913,  including  the  items  mentioned  in  a  letter  dated 
August  16,  1913,  from  Brown  Bros.  &  Co.  and  J.  &  W.  Seligman  &  Co.  to  Hon.  Pedro 
Rafael  Cuadra,  minister  of  finance  of  the  Republic  of  Nicaragua  addressed  to  him  at 
the  Nicaraguan  legation  at  Washington,  and  after  payment  by  the  Republic  of  such 
sums  as  may  be  due  from  it  to  the  railroad  company  fof  services  rendered  or  as  a  result 
of  contract  obligations,  shall  be  distributed  as  a  dividend  and  paid  in  whole  to  the 
Republic,  and  any  additional  expenditures  or  obligations  incurred  or  made  by  the 
railroad  for  account  of  capital  between  September  11,  1913,  and  October  1,  1913,  shall 
be  regarded  as  having  been  made  after  October  1,  1913,  and  shall  be  dealt  with 
accordingly. 

Second.  The  Republic  hereby  confirms  and  warrants  the  title  of  the  railroad  to 
the  oil  tank  at  Corinto  free  from  any  lien  or  claim. 

Third.  The  branch  line  from  Momotombo  in  the  direction  of  Matagalpa  is  hereby 
declared  to  be  a  branch  of  the  main  line  within  the  provisions  of  article  1,  section  1,  of 
the  concession  of  June  19,  1912. 

Fourth.  The  railroad  shall  return  to  the  Republic  the  st-eamer  Nicarao,  which  it  has 
been  using  on  Lake  Nicaragua.  No  charge  shall  be  made  by  the  Republic  for  such 
use,  neither  shall  the  Republic  be  liable  for  the  cost  of  the  repairs  made  to  siiid  steamer. 

Fifth.  This  agreement  shall  be  deemed  to  be  and  shall  be  construed  as  a  New  York 
contract. 
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Sixth.  Within  10  days  from  the  date  hereof  the  Republic  shall  file  with  the  Depart- 
ment of  State  of  the  United  States  of  America  an  original  executed  counterpart  of 
this  contract. 

Seventh.  Upon  the  execution  hereof,  the  originals  of  this  contract  shall  be  deposited 
with  Curtis,  Mallet-Prevost  &  Colt,  No.  30  Broad  Street,  New  York  City,  in  escrow, 
to  be  delivered  by  them  one  to  Senor  don  Pedro  Rafael  Cuadra,  one  to  Ferrocanil  del 
Pacifico  de  Nicaragua,  one  to  Brown  Bros.  &  Co.,  one  to  J.  &  W.  Selignan  &  Co.,  and 
one,  in  accordance  with  Sixth  above,  to  the  Department  of  State  of  the  United  States, 
when  and  as  soon  as  a  decree  approving  this  contract  sufficient  in  the  opinion  of  said 
Curtis,  Mallet-Prevost  &  Colt  shall  gave  been  made  by  the  executive  of  the  Republic 
and  deposited  with  National  Bank  of  Nicaragua  (Inc.),  in  Managua  and  the  latter 
shall  have  notified  Brown  Bros.  &  Co.,  and  J.  &  W.  Seligman  &  Co.  by  cable  of  the 
making  and  deposit  of  such  decree;  Provided,  however,  That  such  decree  shall  be  made 
and  deposited  and  notice  thereof  received  within  seven  days  from  the  date  hereof  or 
within  such  further  period  as  the  parties  hereto  may  agree.  If  such  executive  decree 
be  not  made  and  deposited  and  notice  thereof  received  by  cable  as  aforesaid,  within 
said  seven  days  or  within  such  further  period  as  the  parties  hereto  may  agree,  this 
agreement  shall  be  null  and  void  and  shall  be  cancelled  by  said  Curtis,  Mallet-Prevost 
&  Colt. 

In  witness  whereof,  the  Republic  has  caused  this  agreement  to  be  subscribed  on 
its  behalf  by  Senor  don  Pedro  Rafael  Cuadra,  minister  of  finance  and  financial  agent 
of  Nicaragua,  and  Ferrocarril  del  Pacifico  de  Nicaragua  has  caused  this  concession  to 
be  executed  by  its  president  thereunto  duly  authorized  and  its  seal  to  be  affixed  and 
attested  the  day  and  year  first  above  written. 

This  contract  is  executed  in  quintuplicate. 

Pedro  Rap.  Cuadra, 
Minister  of  Finance  and  Financial  Agent  of  the  Republic  of  Nicaragtia. 

[seal.]  Ferrocarril  del  Pacifico  de  Nicaragua, 

By  Frederick  Strauss,  President. 

Attest: 

Jason  A.  Neilson,  Secretary. 
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^^ONVENTION  BETWEEN  THE  UNITED  STATES  AND  NICARAGUA, 

MONDAY,  JUNE  22,  1^14. 

Committee  on  Foreign  Relations, 

United  States  Senate, 

Washington^  D.  G. 
The  committee  met  at  10  o'clock  a.  m.,  pursuant  to  adjournment. 
Present:   Senators  Stone  (chairman),  Shively,  Hitchcock,  O'Gor- 
man,  Williams,  Pomerene,  Smith  of  Arizona,  Saulsbury,  and  Smith 
of  Michigan;  also  the  Hon.  William  Jennings  Bryan,  Secretary  of 
State,  and  Mr.  Charles  A.  Douglas,  Esq.,  attorney. 

The  Chairman.  The  committee  will  come  to  order.  Have  you 
anything  further  to  say,  Mr.  Douglas? 

STATEMENT  OF  CHARLES  A.  DOUGLAS— Continued. 

Mr.  Douglas.  Mr.  Chairman  and  gentlemen  of  the  committee,  I 
do  not  know  just  where  I  left  off,  nor  do  I  know  that  I  have  much 
more  to  say  on  this  subject. 

I  will  say,  gentlemen,  that  the  treaty,  regardless  of  the  true  classes, 
,  or  the  main  propositions,  includes  the  concessions  to  the  United  States 
in  the  shape  of  the  canal  concession  and  the  concession  to  build  the 
naval*  base.  As  I  take  it,  the  treaty,  as  prepared  and  proposed, 
naturally  divides  itself  into  two  subjects,  or  two  propositions:  One 
embraces  the  concession  to  the  United  States  and  the  other  the  estab- 
lishment over  Nicaragua  of  the  provisions  of  the  Piatt  amendment — 
or  what  is  tantamount  to  that — the  latter  being  for  the  purpose 
of  insuring  the  peace  and  preventing  revolutions  in  Nicaragua,  and 
I  might  say  in  reference  to  the  latter  that  the  Piatt  amendment  in- 
cludes really  three  different  divisions  of  the  treaty,  the  third,  fourth, 
and  fifth  clauses ;  that  Nicaragua  would  like  very  much  to  have  this 
country  accept  the  responsibilities  attaching  to  putting  those  three 
clauses  into  the  treaty.  She  feels,  as  I  said  the  other  day,  that 
peace  can  be  preserved  and  property  rights  safeg-uarded  and  revolu- 
tions prevented  by  this  country  jSermitting  the  provisions  of  the  Piatt 
mnendment  to  be  read  into  this  treaty. 

/^  Nicaragua  feels,  and  it  seems  to  me  that  all  of  us  feel, 
/the  event  there  is  a  revolution  there  the  United  States 
I    "Stop  the  revolution  anyw^ay,  as  she  has  been  compelled 
I    measure  and  to  an  extent  heretofore,  and  we  feel  it  is  better  for 
the  United  States  to  have  a  clear  and  undisputed  right  to  go  there 
than  to  leave  it  open  to  question  and  debate,  with  resulting  friction 
from  time  to  time  betw^een  Nicaragua  and  the  United  States.    Nica- 
ragua asks  the  United  States  to  consent,  and  Nicaragua  shall  de- 
rlare,  that  the  United  States  shall  have  the  right  to  intervene  for  the 
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preservation  of  life,  libert}^  and  property,  and  the  right  of  suffrage, 
but  there  is  no  obligation  placed  upon  Nicaragua  by  the  obligations 
of  this  treaty  at  all.    She  can  refuse  to  do  so  if  she  wants  to. 

Senator  d'GoR:krAX.  You  say  Nicaragua  can? 

Mr.  Douglas.  I  mean  the  United  States  can.  I  mean  there  is 
no  obligation  placed  by  the  terms  of  the  proposed  treaty  on  the 
United  States  to  intervene  if  she  does  not  see  proper  to  do  so. 

Senator  O'GoR^rAX.  It  amounts  to  permission  ? 

Mr.  Douglas.  Simply, permission  upon  the  part  of  Nicaragua  to 
the  United  States  to  do"  it. 

Senator  Willia^is.  Are  you  not.  mistaken  about  that,  that  we 
assume  no  responsibility  in  the  treaty?  So  far  as  the  Government 
of  Nicaragua  is  concerned,  of  course  no  obligation  would  be  placed 
upon  her  necessarily.  In  any  particular  case  write  to  every  nation  in 
Europe  could  insist  we  ghnnjd  g^p  ^j^a^/^,,  g^nH  crnnrnntpo  the  stability, 
peace,  etc.,  and  proteci^fdrT  for  their  citize!l!\  and  because  by  this 
agreement  we,  in  a  wafr,  assume  a  protectorate,  and  having  assumed 
it  we  prevent  them  irb%n  resorting  to  the  i^hts  which  they  have 
under  international  law,  with ,  whi ch  ri oLbi<<fhe  Monroe  doctrine  has 
nothing  in  the  world  to  do — the'  right  to  intervene  for  the  pro- 
tection of  their  subjects. 

Mr.  Douglas.  It  seems  to  us  that  that  is  practically  the  situati<ni 
Tiow  anyway.    I  will  give  ycu  an  illustration — -z^ 

Senator  Williams.  Well,  that  is  practically  the  situation  n()w. 
You  are  right  about  that,  but  it  is  only  because  this  force  of  marines 
has  been  placed  there  Avithout  any  warrant  by  the  legislative  branch 
of  our  Government,  and  we  are  kept  there  without  any  warrant. 

Mr.  Douglas.  I  do  not  take  it  that  the  presence  of  a  hundred 
marines  in  Nicaragua  has  the  slightest  thing  to  do  with  the  ques- 
tion of  a  real  or  imaginary  obligation  upon  the  part  of  the  United 
States  to  look  after  the  affairs  in  a  general  way  in  Nicaragua. 

I  will  give  you  an  illustration  of  it :  There  are  claims  now  of 
the  English  Government  and  the  German  Government  and  the 
Italian  Government — all  those  Governments — against  Nicaragua  and 
they  have  refused  to  have  their  claims  submitted  to  the  INIixed  Claims 
Commission  and  are  bringing  pressure  to  bear  upon  the  Government 
of  Nicaragua  to  pay  those  claims,  and  it  has  reached  the  stage  almost 
of  threats  to  seize  the  territory  or  do  something  in  Nicaraguan  affairs. 

Senator  Smith  of  Michigan.  I  wish  you  would  name  the  claims. 

Mr.  Douglas.  I  do  not  know  the  number  of  the  claims. 

Senator  Smith  of  Michigan.  Is  it  the  Weist  claim  that  Germany 
is  interested  in? 

Mr.  Douglas.  I  do  not  remember  the  names  of  the  claims. 

Senator  Smith  of  Michigan.  The  Weist  claim? 

Mr,  Douglas.  I  do  not  know  the  names  of  the  claiuuints  at  all. 

Secretary  Bryan.  It  is  something  over  a  million  altogether.  There 
are  several — German,  French,  Italian,  and  English. 

Senator  SMrrii  of  Michigan.  I  understand  that. 

Senator  Pomkrenk.  Mr.  Secretary,  do  you  mean  by  that  that  all 
of  those  outstanding  claims  are  held  by  the  citizens  of  the  various 
Governments  or  simply  by  the  (lerman  Government? 

Mr.  D()U(!LAS.  By  the  various  (iovernments. 

Secretary  Bryan.  All  of  theuL  Germany  is  one  of  the  smallest. 
Italy  is  the  largest. 
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Senator  Pomerene.  May  I  ask  what  the  nature  of  the  claims  is?    vv  v  vv  v  n 

Secretary  Bryan.  They  arose,  as  I  understand  it,  as  war  claims^yVyjN 
in  the  revohition.    They  represent  property  claims.  / 

Mr.  Douglas.  In  some  instances  they  represent  money  borrowed 
from  the  citizens  of  Germany. 

Senator  Smith  of  Michigan.  It  involves  the  question  of  the  de- 
struction of  certain  concessions  that  were  made  to  English  citizens  „^^^ 
and  German  citizens  and  Italian  citizens.  The  German  claim  grows  *^ 
out  of  a  very  valuable  concession  which  was  given  to  Weist  &  Co. 
of  Germany  for  the  purpose  of  the  construction  of  a  railroad  which 
was  partially  undertaken.  Now,  those  claims  are  being  pressed  upon 
the  State  Department  with  some  vigor,  as  I  understand  it,  but  they  do 
not  submit  to  the  mixed  claims  commission,  because  the  mixed  claims 
commission  is  a  strongly  partisan  commission.  It  is  composed  of 
citizens  of  our  country  and  of  Nicaragua,  and  they  have  not  con- 
sidered those  claims.  Where  their  rights  are  to  be  found  it  is  diffi- 
cult now  to  say,  but  to  ignore  them  means  to  invite  trouble.  I  think 
you  agree  with  that,  Mr.  Secretary?  v    ^ 

Secretary  Bryan.  Certainly.  It  is  understood  that  out  of  this\  / 
$3,000,000  they  are  going  to  take  up,  or  to  clear  up,  those  claims  of/  « 
other  nations. 

Senator  Smith  of  Michigan.  That  would  not  go  very  far  with 
claims  that  are  already  proven. 

Secretary  Brian.  Oh,  yes;  it  wilLtake  only  something  over  one- 
third  of  $3,000,000;  it  is  $1,200,000. 

Senator  Smith  of  Michigan.  But  under  the  statement  of  the  min- 
ister of  finance — which  evidently  does  not  include  the  claims  of  Ger- 
many, particularly — out  of  these  claims  there  is  now  a  necessity  for 
at  least  $5,000,000  to  put  them  beyond  actual  need,  and  that  does  not 
include  the  German  claims. 

Secretary  Bryan.  AYell,  I  am  speaking  now  of  what  they  call  the  \ 
foreign  claims.  As  the  figures  were  given  to  me  they  amount  to  be-  J 
tween  eleven  and  tw^elve  hundred  thousand  dollars. 

Senator  Smith  of  Michigan.  I  am  very  much  afraid  that  this 
money  that  is  proposed  to  be  given  to  Nicaragua  will  not  only  not  be 
sufficient  to  retire  claims  already  adjudicated,  coming  A^ery  far  from 
it,  but  it  will  not  include  any  foreign  claims  of  any  of  those  Govern- 
ments not  yet  submitted  to  the  mixed  claims  commission.  Now,  if 
that  is  true,  the  amount  of  money  involved  will  simply  be  a  drop  in 
the  bucket  and  we  w^ould  not  satisfy  anybody.  ^ 

Mr.  Douglas.  There  is  not  the  slightest  doubt  about  it  that  $3,000,-  /^  ' 
000  will  not  approach  the  sum  necessary  to  put  Nicaragua  on  its  feet. 

Senator  Smith  of  Michigan.  I  am  glad  to  hear  you  say  that.  That 
is  exactly  the  situation. 

Mr.  Douglas.  I  am  sure  that  no  one  ever  intended  to  convey  the 
thought  that  it  would.  But  the  statem.ent  has  been  made  that  this 
money  wx)uld  be  applied  tow^ard  the  debts  of  Nicaragua,  and  it  is 
proposed  only  to  relieve  Nicaragua  of  the  international  complication 
growing  out  of  these  claims,  to  adjudicate  and  adjust  the  amount  of 
those  claims  in  some  w^ay  and  pay  the  foreigners'  claims,  other  than 
those  of  Americans,  out  of  the  $3,000,000,  and  I  think  they  can  be 
adjusted  for  about  $750,000. 

Senator  Williams.  Ought  that  not  to  be  expressly  stated  in  the 
treaty  to  get  rid  of  this  foreign-claims  complication  ? 
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Secretary  Bryan.  That  should  be  done. 

Mr.  Douglas.  I  do  not  think  there  is  any  objection  to  that  at  all. 
Senator  Smith  of  Michigan.  This  statement   of  the  minister  of 
finance  shows  an  aggregate  indebtedness  of  $13,000,000.    It  says : 

This  statement  does  not  include  the  unpaid  judgments  of  the  mixed  claims, 
commission,  nor  does  it  include  the  amounts  that  may  be  yet  ordered  to  be 
paid  by  the  judgments  of  the  mixed  clnlms  commission. 

It  further  says  that  the  last  budget  of  the  Government,  which  i> 
absolutely  essential,  is  in  the  neighborhood  of  $3,000,000.  They  give 
there  the  sources  of  revenue  to  meet  these  obligations  and  say : 

The  debts  of  pressing  nature  really  amount  to  about  $5,000,000 

^       That  does  not  include  the  Ethelburger  claim,  which  is  $6,000,000^ 
and  several  other  claims  of  large  amount. 

The  balance  of  the  indebtedness  of  the  Republic  over  and  above  the  $5,000,000 
and  inclusive  of  the  Ethelburger  debt  do  not  require  innnediate  financing.  To 
put  Nicaragua  on  the  basis  of  any  sort  of  permanency,  therefore,  $5,000,000  is 
necessary. 

That  is  the  statement  of  Mr.  Cuadra,  the  minister  of  finance.  If 
you  are  going  to  take  a  bite  at  that  cherry,  and  only  a  bite  at  it,  you 
will  simply  destroy  their  credit,  and  larger  debts  will  have  to  be 
contracted,  and  no  sources  of  revenue. 

Mr.  Douglas.  I  do  not  exactly  apprehend  what  trouble  you  have 
reference  to,  and  how  it  enters  generally  into  the  particular  situation. 
Of  course  it  comes  in  and  is  an  interesting  and  relevant  matter  for 
this  committee,  as  I  see  it,  to  study  out  and  to  know  how  Nicaragua 
intends  to  finance  herself,  and  Nicaragua  appreciates  that  interest. 
But  the  real  proposition  here  is  this  proposed  treaty  that  involves 
the  payment  of  $3,000,000  to  bind  Nicaragua  for  a  certain  canal  and 
other  concessions  that  Nicaragua  thinks,  and  others  of  us  think, 
w^orth  very  much  more  money  than  that. 

Senator  Smith  of  Michigan.  I  only  made  that  statement  for  this 
reason,  that  when  we  took  over  Cuba  under  the  Piatt  amendment  we 
knew  exactly  the  debt  that  Cuba  was  owing;  we  knew  just  what  her 
income  would  be,  and  we  said,  "  Up  to  a  certain  amount  you  can  go 
and  no  further."  They  could  only  contract  such  debt  as  the  ordinary 
revenues  of  the  Republic  would  take  care  of.  Now,  to  buy  this  canal, 
which  everybody  thinks  is  worth  more  than  $3,000,000 — which  would 
sell,  perhaps,  for  more  than  that,  and  in  which  certain  Central  Ameri- 
can States  are  interested 

/     Mr.  Douglas.  Yes;  I  think  they  can  sell  it  for  $10,000,000. 
/      Senator  Smith  of  Michigan.  Does  not  look  to  me  like  that  altru- 
I    istic  interest  in   Central   America   which   we  have  talked   so   much 
I    about,  and  before  we  get  very  far  with  it  we  should  know  that  our 
\  money  is  going  to  do  what  is  intended. 

Mn  Doitglas.  Will  you  pardon  me  for  saying  that  it  will  do  one 
thing — it  will  first  .settle  all  the  debts  to  nations  other  than  the  United 
States.  If  it  does  that  one  thing,  it  will  help  to  remove  a  pretty  seri- 
ous complication  existing  there  now  that  Nicaragua  up  to  this  time 
has  been  utterly  unable  to  deal  with  at  all.  It  will  not  only  do  that, 
but  it  will  settle  and  get  out  of  |)()litics  and  out  of  the  minds  of  the 
people  of  Nicaragua  the  question  of  the  ownershij)  of  the  Nicaraguan 
Canal,  which  is  a  source  of  irritation  and  anxiety  and  del)ate  there 
now.     It  will,  in  addition  to  that,  place  Nicaragua  in  the  position 
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where  confidence  in  the  United  States  will  be  strong.  They  have 
felt — although  it  is  nobody's  fault — that  this  thing  has  been  drifting 
for  the  last  12  months,  until  Nicaragua  has  been  utterly  unable  to 
finance  herself.  She  does  not  know  what  to  do  with  reference  to  the 
permanent  loan;  she  does  not  know  what  is  going  to  become  of  the 
canal  concessions  of  any  of  these  other  countries,  and  I  think  it  will 
put  business  conditions  at  rest,  or  at  ease,  in  other  words,  if  this 
matter  is  disposed  of. 

Senator  Williams.  If  I  understand  you  correctly,  it  involves  not 
only  the  actual  debt  paying  but  the  potential  of  debt  paying,  grow- 
ing out  of  the  fact  that  certain  restrictions  upon  the  customhouse 
receipts  and  the  railroad  receipts  and  other  difficulties  will  be  re- 
moved, so  that  the  Kepublic  of  Nicaragua  will  get  a  larger  per- 
centage    - 

Mr,  Douglas.  I  w^as  coming  to  that  very  point. 

Senator  Williams.  And  that  that  is  a  potential  debt  paying  of  a 
great  deal  of  importance. 

Secretary  Bryan.  Not  only  that,  but  this  will  pay  $3,000,000  on 
the  $5,000,000  that  are  pressing  and  this  Piatt  amendment  will  give 
them  a  standing  and  power  to  borrow  very  much  superior  to  what 
they  noAv  have,  and  wall  enable  them  to  very  easily  get  the  money 
necessary  to  meet  those  other  pressing  debts,  and  will  put  their 
business  in  order  so  that  there  will  be  hope  of  getting  on  a  good 
footing. 

Senator  Smith  of  Michigan.  They  must,  of  course,  take  care  of 
this  Brown  Bros,  claim,  due  October  8  of  this  year,  of  $1,060,000,  or| 
they  will  lose  the  49  per  cent  of  their  railroad  stock  which  has  been  I 
hypothecated.  Now,  there  is  $1,060,000  of  that  money  that  must 
be  used  to  conserve  the  Government's  property  or  the  Government 
property  w^ill  be  taken  away  from  them,  with  the  expenses  of  the 
Government,  running  into  very  large  sums,  unpaid  salaries,  etc.,  so 
you  can  not  have  very  much  money  to  settle  foreign  claims. 

Secretary  Bryan.  But  take  $1,060,000  to  pay  the  Brown  Bros.'  ' 
claim  and,  say,  $1,200,000  to  pay  the  foreign  claims 

Mr.  Douglas.  It  will  be  very  much  less  than  that. 

Secretary  Bryan.  You  have  something  like  $1,000,000  left  to  pay 
other  claims,  and  that  can  be  used  to  take  care  of  those  of  them  that 
are  pressing,  and  then  there  w^ould  be  the  credit  that  the  country 
would  get  from  the  Piatt  amendment. 

Senator  Williams.  And  you  have  removed  certain  encumbrances 
from  the  customhouse. 

Secretary  Bryan.  Yes. 

Senator  Smith  of  Michigan.  There  is  no  possible  way  to  supersede 
the  bankers  until  the  balance  of  their  indebtedness  is  paid. 

Senator  Hitchcock.  Let  me  clear  up  this  other  statement  that  you 
have  put  in  the  record.  Does  this  Ethelburger  debt  represent  an 
amortization  ? 

Mr.  Douglas.  Yes,  sir. 

Senator  Hitchcock.  That  is,  by  the  payment  of  $31,500  a  month 
the  whole  indebtedness  will  be  ultimately  paid  off. 

Mr.  Douglas.  There  is  a  sinking  fund. 

Senator  Hitchcock.  There  are  included  in  other  accounts 
$8,478,000? 


66        CONVENTION    BETWEEN    UNITED    STATES    AND    NICAKAGUA. 

Mr.  Douglas.  I  do  not  know  that  I  can  answer  that  question.  I 
have  not  undertaken  to  acquire  expert  knowledge  as  to  the  finances 
of  Nicaragua.     AVhat  page  do  you  read  from? 

Senator  Hitchcock.  This  is  the  statement  you  put  in  the  record 
yesterday,  appearing  on  page  34. 

Mr.  DouGi^vs.  That  is  a  letter  from  Mr.  Cuadra  to  the  Secretary  of 
State.  I  do  not  know  what  items  compose  that.  But  I  am  going  to 
make  a  suggestion  to  you,  that  I  think  it  would  be  interesting  and 
instructive  to  this  committee  to  have  Mr.  Cuadra,  the  minister  of 
finance,  appear  before  this  committee,  and  Gen.  Chamorro,  the  minis- 
ter of  Nicaragua. 

Senator  Hitchcock.  The  trouble  is  we  are  not  getting  real  infor- 
mation. We  are  getting  opinion,  and  I  wanted  to  get  information  as 
to  the  financial  condition  of  Nicaragua. 

Secretary  Bryan.  These  gentlemen  could  probably  give  you  more 
information. 

Senator  Hitchcock.  Do  you  know,  as  a  matter  of  fact,  whether  the 
Ethelburger  debt  was  scaled  down  or  has  it  been  taken  in  gross,  as  it 
originally  was? 

Mr.  Douglas.  I  think  it  is  slightly  scaled.  I  have  a  book  here  that 
I  have  gone  to  some  trouble  to  get,  which  I  want  to  turn  over  to  the 
committee.  It  gives  the  history  of  the  Ethelburger  debt.  I  am  ad- 
dressing my  remarks  to  you.  Senator  Hitchcock,  and  to  Senator 
Smith,  because  he  asked  some  questions  about  that.  I  will  hand  it  to 
the  committee.  It  is  a  volume  entitled,  "  Thirty-ninth  Annual  Re- 
port of  the  Council  of  the  Corporation  of  Foreign  Bondholders, 
Established  Under  Special  License  of  the  Board  of  Trade.  August, 
1873.  Incorporated  by  act  of  Parliament  July,  1898,  for  the  Year 
1912,"  published  in  London,  and  commencing  on  page  259  down  to 
and  including  page  262  you  will  find  the  entire  history  of  the  Ethel- 
burger loan. 

Senator  Hitchcock.  I  would  like  to  have  that  put  into  the  record. 

Mr.  Douglas.  That  ought  to  be  put  into  the  record.  I  will  hand  it 
to  the  stenographer  and  suggest  that  there  be  inserted  the  matter 
from  page  259  down  to  and  including  page  271.  The  reason  I  have 
extended  that.  Senator,  is  because  I  find  also  here  not  only  a  state- 
ment of  the  history  of  the  Ethelburger  debt  but  the  agreement  entered 
into  on  the  25th  day  of  May,  1912,  between  the  Republic  of  Nica- 
ragua, represented  by  Brown  Bros.  &  Seligman  Co..  and  the 
corporation  of  foreign  bondholders. 

Senator  Hitchcock.  Are  those  the  only  pages  that  refer  to  Nica- 
ragua? 

'Mr.  DoiGLAS.  That  includes  the  subject  of  Nicaragua,  from  page 
259  to  page  271. 

The  Chairman.  That  will  be  inserted  in  the  record. 

(The  matter  I'cfciTcd  to  is  as  follows:) 

IS'rc  \"  \<:r  \. 

Nicaragua  sterling  l<»iin  of  IJHM): 

Authorized    amount -.-J-i £1.2riO.  000 

Less  redeemed -tl.  1-10 

I,  20S,  SCd 


C0NVENTI0:5s"    BETWEEN    UNITED    STATES    AND    NICARAGUA.       67 

NICARAGUA    COMMITTFK. 

Right  Hon.  Lord  Avobiiry.  cliairnniu ;  Right  lion.  Lord  Allerton ;  J.  E.  Black, 
Esq.;  F  E  Cooper,  Esq;  Hon.  Sir  C.  W.  Eremnntle,  K.  C.  B. ;  F.  Hill,  E-r=q. ; 
B.  Newgass,  Esq.;  F.  B.  assmore,  Esq. ;  C.  M.  Rose,  Esq.'  R.  Roseiibacher,  Esq.; 
H.  T.  Tatham.  Esq. ;  James  P.  Cooper,  Esq..  secretary. 

Area   (about) 50,  fJOO 

Population    (estimated,    19()7) (500.000 

Present  capital,  Managua,  population  (about) 34,000 

Old  capital,  Leon,  population*  (about) 45,  (XX) 

External  debt  per  head £2,  4d. 

President,  Don  Adolfo  Diaz. 

Minister  resident  and  consul  general  of  Great  Britain  in  Nicaragua  (resident 
at  Guatemala),  Sir  Lionel  Garden, 

Consul  (xeneral  of  Nic;u"<!gua  in  (ireat  Britain,  Don  Felipe  E.  Martinez, 
K.  C.  M.   G. 

HISTORY   OF   THE   DEBT   (FOREIGN). 

1827.  The  proportion  of  the  debt  of  the  Central  American  Federation 
(£163,000)  taken  over  by  Nicaragua  in  1827  was  two-twelfths,  or  about  £27.200. 
No  payment  was  made  on  account  of  this  debt  until  1874. 

1874.  An  arrangement  was  made,  against  the  advice  of  the  council,  by  which 
the  bondholders  received  post  bills  bearing  5  per  cent  interest,  and  redeemable 
in  two,  three,  and  four  years  at  the  rate  of  £14  for  each  old  Central  American 
bond. 

1886.  Nicaragua  Railways  0  per  cent  mortgage  bonds.  Amount  £285,000. 
issued  at  92^  per  cent  by  the  city  bank.  Iledeemable  at  par  in  1919.  Specially 
secured  by  a  first  mortgage  on  the  Nicaragua  Railways  and  on  the  customs 
duties.     «:kmi^erted  in  1909 ;   see  below. ) 

1894.  InteresTfell  iiifo  default  on  the  1st  of  July. 

1895.  The  Government  and  the  council  of  foreign  bondholders  effected  a 
settlement  of  the  debt,  of  which  the  following  were  the  chief  provisions : 

(1)  Interest  on  the  principal  of  £285,000,  to  be  paid  from  the  1st  of  January, 
lsi'6,  at  the  rate  of  4  per  cent  per  annum. 

(2)  The  coupons  in  arrears  from  1st  of  July.  1894,  to  1st  of  January,  1896, 
inclusive,  amounting  to  £34  200,  to  be  deposited  with  the  council,  and  certificates 
to  be  issued  against  them  for  50  per  cent  of  their  nominal  value. 

(3)  An  accumulative  sinking  fund  of  1  per  cent  on  the  principal  of  £285,000, 
to  be  applied,  one-half  to  the  redemption  of  the  said  principal  and  one-half  fo 
the  redemption  of  the  certificates  by  purchases  or  tenders  when  the  price  is 
below  par,  and  by  drawings  when  the  price  is  at  or  above  par.  Upon  the  com- 
plete redemption  of  the  certificates  the  whole  1  per  cent  to  be  applied  to  the 
amortization  of  the  principal.  (The  redemption  of  the  certificates  was  com- 
pleted in  July.  1904.) 

(4)  A  special  tax  of  at  least  $1  gold  on  each  quintal  of  coffee  exported  to 
be  assigned  as  security  for  the  service  of  the  debt,  and  to  be  continued  until 
all  the  bonds  and  certificates  are  redeemed.  Warrants  representing  the  whole 
of  the  said  export  duty  to  be  issued  by  the  Government  and  handed  to  the 
agent  of  the  bondholders  in  Nicaragua;  the  duty  being  payable  only  in  such 
warrants.  After  the  agent  has  collected  a  sufficient  sum  to  cover  the  whole  of 
the  debt  service  for  the  year,  the  warrants  remaining  in  his  hands  to  be  returned 
to  the  Government.  If  the  sale  of  warrants  should  not.  from  any  cause,  pro- 
vide sufficient  funds  the  Government  to  make  good  the  deficiency. 

(5)  The  Government  to  have  right  to  dispose  of  the  railways  hypothecated 
to  the  bondholders  on  surrendering  to  the  council  of  foreign  bondholders  for 
cancellation  £200,000  nominal  in  bonds  of  the  existing  debt,  in  which  case  the 
bondholders  release  all  further  lien  on  the  said  railways. 

1904.  A  6  per  cent  loan  of  $1,000,000  gold  was  negotiated  at  75  per  cent  with 
Mr.  Weinberger,  of  New  Orleans,  and  subscribed  in  New  York,  Boston,  and 
New  Orleans.  This  loan  is  secured  upon  25  i)er  cent  of  the  customs'  receipts  on 
the  Atlantic  coast  of  the  country,  and  is  redeemable  in  25  years  by  installments 
of  $200,000  gold  each,  payable  every  fifth  year.  (Paid  off  in  1909;  see  below.) 
The  redemption  of  the  certificates  issued  under  the  1895  arrangement  in  respect 
of  the  arrears  of  interest  on  the  railway  loan  of  1886  was  completed  during 
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this  year,  and  the  whole  sinking  fund  of  1  per  cent,  therefore,  became  available 
for  the  amortization  of  the  principal. 

1905.  By  a  decree  of  October  13,  the  Executive  was  authorized  to  contnict 
abroad  for  a  loan  of  £1.000,000,  pint  of  which  was  to  be  applied  to  the  con- 
version of  the  existing  external  loans.     An  advance  of  £52,300  was  made  to 
the  Government  by  the  Ethelburger   Syndicate,   the  contractors  for  the  lor.n, 
against  nn  issue  of  £80.000  of  boiids,  but  otherwise  the  matter  was  not  pro- 
ceeded with.     The  advance  made  by  the  syndicate  was  repaid  out  of  the  pro- 
ceeds of  the  loan  issued  in  1909. 
,,      1909.  Six  per  cent  sterling  loan  of  1909.     Authorized  amount,  £1,250,000,  of 
]\  which   (1)   £500,000  was  to  be  applied  to  the  conversion  or  redemption  of  the 
'  Nicaragua  railways  mortgage  bonds  of  1886  and  of  the  American  loan  of  1904; 
(2)  £570.000  to  the  construction  of  the  railway  from  the  Lake  of  Nicaragua  to 
the  Atlantic;  and  (3)  £180,000  to  the  general  purposes  of  the  Government. 

Of  the  foregoing  amout  £500,000  was  offered  in  London  at  92  by  the  Anglo- 
South  American  Bank,  and  £500,000  in  Paris  at  93^  by  the  Banque  Commerciale 
et  Industrielle,  acting  on  behalf  of  the  Ethelburger  Syndicate,  the  contractors 
for  the  loan.  The  loan  is  redeemable  wnthin  35  years  by  an  accumulative  sink- 
ing fund  commencing  January  1,  1910,  and  secured  upon  (1)  the  entire  customs 
duties  of  the  Republic;  (2)  the  amount  payable  by  the  two  English  companiek 

C owning  the  concessions  for  the  liquor  and  tobacco  monopolies,  these  companie^ 
undertaking,  irrespective  of  the  guarantees  given  by  the  State,  to  provide  the 
annual  sum  of  £87,500  and  to  pay  the  same  direct  to  the  bank  charged  with  the 
service  of  the  loan;  and  (3)  the  existing  railways  and  those  to  be  constructed 
'  out  of  the  proceeds  of  the  loan,  together  with  the  Government  steamboats  on 
the  lakes  of  Nicaragua.  The  loan  is  to  take  precedence  of  any  future  debts 
contracted  by  the  Republic.  The  bonds  of  the  railways  loan  of  1886  were  ex- 
changed for  bonds  of  the  1909  loan  at  the  rate  of  86  per  cent. 

1910.  The  Government  of  Nicaragua  declared  the  liquor  and  tobacco  monopo- 
lies to  be  unconstitutional. 

1911-12.  The  sinking  fund  for  1911  on  the  1909  loan  was  not  applied,  and  the 
coupon  due  January  1,  1912,  went  into  default.  In  May.  1912.  a  settlement" 
of  the  debt  was  effected.     (See  below.) 

SETTLEMENT   OF   THE   EXTERNAL   DEBT. 

The  following  is  the  text  of  the  agreement  for  the  settlement  of  the  deb! 
signed  in  New  York,  on  25th  of  May.  1912: 

Agreement  made  in  the  city  of  New  York,  this  25th  day  of  May,  1912.  be- 
tween the  Republic  of  Nicaragua,  hereinafter  called  the  "  Republic,"  party  of 
the  first  part,  represented  by  Brown  Bros.  &  Co.  and  J.  &  W.  Seligman  & 
Co.,  copa.rtnerships  doing  business  in  the  city  of  New  York,  hereinafter  callevl 
the  "  Bankers."  and  the  Corporation  of  Foreign  Bondholders  of  London,  a 
body  politic  organized  under  an  act  of  the  Parliament  of  the  Kingdom  of 
(ireat  Britain  and  Ireland,  hereinafter  called  the  "  Corporation."  party  of  the 
second  part ; 

Witnesseth:  That  in  consideration  of  the  mutual  covenants  and  undertakings 
hereinafter  contained,  it  is  hereby  agreed  as  follows: 

Article  first.  This  agreement  shall  take  effect  only  whe-i  and  in  case  the 
Bankers  and  the  Cori)()ration  shall  declare  the  same  to  be  operj'.tive;  said 
declaration  in  order  to  be  effective  shall  be  in  writing  signe<l  by  the  Bankers 
and  the  Corporation  or  by  their  duly  authorized  representatives,  and  sh;;ll  be 
exchanged  between  the  parties  on  or  before  the  30th  day  of  June,  1912,  or 
within  suih  further  period  as  the  Bankers  and  the  Corporation  may  agree. 
In  case  said  declaration  shall  not  be  exchanged  as  aforesaid,  the  present  agree- 
ment shall  be  null  and  void,  and  in  that  event  nothing  herein  contained  sliall 
alter  or  effect  the  present  legal  relations  of  the  parties  hereto  to  each  other, 
or  the  relations  of  the  Repub'ic  to  the  holders  of  bonds  known  as  the  "  Rc- 
publi"  of  Sicar.tjLua  6  per  cent  gold  bonds.  1!M)9,"  hereinafter  called  "  1909 
bonds."  and  the  righls  and  obligations  of  said  parties  and  said  bondholders 
toward  each  other  sliali  continue  as  they  were  prior  to  the  exociition  here<'f, 
ard  in  all  i»'spei'ts  tUe  same  as  if  the  i)resent  agreement  had  not  been  made. 

Article  Kec(md.  Any  holders  of  "1909  ImmuIs"  may  |.articipate  in  this  agnM« 
ment  l)y  dlsi»oslng  tlu'lr  said  bonds  and  all  uni»al<l  coupons  with  the  Corpoi 
tlouH  or   with    such   depositaries   as  It    may   aj>point.     Snch   deposits  shall    1' 
made  in  such  places  and  in  such   manner  as  the  Corporathm  may  delerniiii.  . 
and  within  such  i)erlod  as  the  Bankers  and  the  Corporation  may  agree. 
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Article  third.  Upon  this  agreement  becoming  operative  as  Jiforesaid,  the 
Corporation  shall  in  such  manner  and  form  as  the  Bankers  and  the  Corpora- 
tion may  determine,  stamp  or  cause  to  be  stjimped  the  deposited  bonds  (here- 
inafter called  stamped  or  assenting  bonds),  and  also  all  coupons  attached 
thereto  maturing  on  and  after  July  1,  1912, 

All  bonds  and  coupons  so  stamped  shall  be  subject  in  all  resT)ects  to  the  pro- 
visions of  this  agreement,  and  the  acceptance  of  such  bonds  by  the  depositors 
and  successive  holders  thereof  shall  constitute  an  acceptance  by  such  de- 
positors and  holders  of  this  agreement. 

Article  fourth.  If  and  whenever  the  present  agreement  shall  become  opera- 
tive as  aforesaid,  the  interest  upon  all  "1909  bonds"  stamped  hereunder,  rep- 
resented by  coupons  maturing  on  and  after  July  1,  1912,  shall  ipso  facto  be  and 
become  reduced  from  six  (6)  per  cent,  the  i)resent  rate  to  five  (5)  per  cent, 
and  in  that  case  the  Republic  hereby  pledges  its  faith  and  credit  to  the  due 
and  punctual  payment  of  the  par_yalue  of  said  bonds  when  due,  and  of  in- 
terest thereon  in  the  meantime  at  the  rate  or  five  (5)  per  cent  per  annum.  Said 
reduction,  however,  is  agreed  to  only  upon  the  following  conditions: 

(1)  That  so  long  as  any  of  the  said  stamped  "1909  bonds"  remained  un- 
paid, the  customs  revenues  of  the  Republic  shall  continue  to  be  collected 
by  a  collector  general  of  customs  appropevd  by  the  Secretary  of  State  of  the 
United  States  and  appointed  by  the  Republic ;  and 

(2)  That  from  the  1st  of  January,  1913,  the  proi>ortionate  amount  reipiired 
to  be  provided  for  the  payment  in  gold  in  Europe  of  che  interest  and  sinking 
fund  of  the  assenting  bonds  and  the  expenses  of  the  debt  service  shall  be  re- 
mitted every  month  by  the  collector  general  of  customs  to  the  bankers  in  New 
York  or  to  the  bank  or  banks  in  Europe  charged  with  the  service  of  the  debt, 
in  such  way  that  the  entire  sum  necessary  to  cover  each  half-yeuly  ]);tyment 
of  interest  and  sinking  rund,  as  hereinafter  stipulated,  shall  be  in  hand  at 
least  a  fortnight  before  such  a  payment  falls  due. 

The  Republic  hereby  agrees  that  so  long  as  any  of  said  stamped  "  1909  bonds ' 
remain  unpaid,  said  collections  by  the  collector  general  shall  continue  to  be 
made  and  remitted  in  the  manner  above  stated.     The   Republic   hereby 
recognizes  the  right  of  the  Rankers  and  the  Corporation  to  apply  to  the 
States  of   America    for   protection   against    violation   of   the   i>iovision   of 
agreement  and  for  aid  in  the  enforcement  thereof. 

Article  fifth.  After  January  1,  3913,  and  until  paid,  the  stanujed  "1909 
bonds,"  the  reduced  coupons,  and  the  sinking  fund  hereinafter  mentioned 
shall,  in  lieu  of  any  other  security,  be  secured  by  a  first  lien  ui>on  the  entire 
customs  revenues  of  the  Republic.  So  long,  however,  as  the  RepubMc  shall 
make  the  monthly  remittances  required  for  the  service  of  the  loan,  the  balance 
of  such  revenues  shall  be  available  for  the  general  purposes  of  the  Republic. 

The  Republic  undertakes  not  to  effect  or  diminish  in  any  way  the  value  or 
efliciency  of  the  security  thus  pledged  to  the  assenting  bondholders. 

The  assenting  bondhoMei  s  hereby  accept  said  customs  revenues,  collected 
and  administered  as  aforesaid,  as  the  sole  security  for  the  payment  of  the 
stamijed  "  1909  bonds,"  the  reduced  coupons,  and  the  sinking  fund,  and  hereby 
waive  and  release  any  other  security  or  any  other  claims  or  chaiges  upon  real 
or  iiersonal  property. 

Article  sixth.  Upon  this  agreement  becoming  operative,  the  Banker  sha^l 
deposit  or  cause  to  be  deiwsited  with  the  Cori)oration  the  sum  of  £125,940, 
which  shall  be  held  in  trust  by  the  Corporation  and  by  it  applied  and  dis- 
posed of  as  follows : 

(1)  £38,440,  or  so  much  thereof  as  may  be  necessary,  to  the  payment  of  the 
unreduced  coupon  Avhich  came  due  January  1.  1912,  upon  all  stami)ed  "1909 
bonds."  and  upon  all  bonds  lie]*et<tfore  redeemed,  and  also  to  the  payment  of 
interest  at  the  rate  of  5  per  cent  i>er  annum  upon  the  amount  represented  by 
s;:id  coupon,  such  interest  to  be  calculated  from  January  1.  1912,  to  the  date 
when  said  payment  is  first  announced. 

(2)  £31,2.^0,  or  so  much  thereof  as  may  be  necessary,  to  the  payment  of  the 
reduced  coupon  due  on  July  1,  1912,  upon  all  stamped  "1909  bonds."  and  upon 
all  bonds  heretofore  redeemed. 

(3)  £31,250,  or  so  much  thereof  as  may  be  necessary,  to  the  payment  of  the 
reduced  coupon  due  on  January  1.  1913,  upon  all  stamped  "1909  bonds,"  and 
upon  a^l  bonds  heretofore  redeemed. 

(4)  £25,000,  together  with  the  interest  payable  under  paragraphs  (1),  <2), 
J'nd  (3)  of  this  article  on  all  bonds  heretofore  redeemed,  representing  the 
sinking  fund  corresponding  to  the  years  1911  and  1912,  shall  be  applied  to  the 
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piirclijise  or  redeniptioii  of  stamned  "  inoo  bonus '"  in  sneli  ni;.nner  und  form  as 
uifij'  be  i^j^reed  upon  between  the  Bankers  and  the  Corporation  <;s  most  eco- 
nomical for  the  Kepnblic. 

(5)  Any  bahuice  remaininj;  in  the  hands  of  the  Corporation  (m  Jnne  80. 
1913,  or  at  such  hiter  date  as  the  Bankers  and  the  Corporation  may  ajiree, 
shall  be  paid  to  the  Bankers  for  account  of  the  Iteimblic. 

Article  seventh.  Interest  upon  the  stamped  "  11)09  bonds  "  represented  by  the 
coupons  maturinj?  on  and  after  July  1,  1013,  and  the  principal  of  sjiid  stamped 
bonds  at  maturity  or  when  redeemed  by  the  sinking;:  fund  hereinafter  men- 
tioned, shall  be  payable  upon  surrender  of  the  corresponding  stami)ed  coupons 
and  stamped  bonds  at  the  offices  of  Brown,  Shipley  &  Co.,  or  Seligman  Bros, 
in  London,  or  of  Seligman  Freres  &  Cie.  in  Paris,  of  Alsberg,  Goldberg  &  Co.  in 
Amsterdam,  and  at  such  other  banks  or  banking  houses  as  the  Bankers  on 
behalf  of  the  Republic  mjiy  designate  for  that  purpose. 

So  long  as  any  stamped  "1909  bonds"  remain  unpaid  there  shall  be  applied 
annually  to  their  redemption  a  sum  equal  to  at  least  1  per  cent  of  the  face 
amount  of  all  bonds  theretofore  stamped  as  herein  provided,  and  also  a  sum 
equal  to  5  per  cent  of  the  face  amount  of  all  redeemed  bonds.  The  sinking 
fund  shall  be  applied  by  drawings  for  repayment  at  par  with  accrued  interest 
when  the  price  is  at  or  above  par,  otherwise  it  shall  be  applied  by  tenders  or 
purchases.  The  details  connected  with  the  administration  of  the  sinking  fund 
8hall  be  agreed  upon  between  the  Bankers  and  the  Corporation,  who  are  hereby 
authorized  to  determine  generally  the  obligation  and  liabilities  of  the  banks  or 
banking  houses  charged  with  the  service  of  the  loan. 

Article  eighth.  In  the  event  of  certain  contracts  with  the  Bankers,  dated 
September  1.  1911.  or  a  similar  financial  operation  as  that  contem[)lated  thei*eby 
being  carried  into  effect,  the  Ilepublic  hereby  agrees  to  purchase,  and  the 
holders  of  assenting  bonds  hereby  agree  to  sell  and  deliver  their  bonds  to  the 
Ilepublic  on  the  following  conditions : 

If  said  purchase  be  effected  within  two  years  from  the  date  when  this  agree- 
ment shall  become  operative  the  purchase  price  shall  be  an,  amount  equivalent 
to  93  per  cent  of  the  face  value  of  the  bonds  purcha.sed,  and  in  addition  thereto 
accrued  interest  at  the  rate  of  5  per  cent  per  annum. 

If  said  purchase  be  effected  after  the  expiration  of  two  years  and  prior  to 
the  expiration  of  four  years  from  said  date,  the  purchase  price  shall  be  an 
amount  equivalent  to  94  i)er  cent  of  the  face  value  of  the  bonds  purchased,  and 
in  addition  thereto  accrued  interest  at  the  rate  of  5  per  cent  per  annum. 

If  said  purchase  be  effected  after  the  expiration  of  four  years  and  prior  to 
the  expiration  of  six  years  from  said  date,  the  purchase  i)rice  shall  l)e  an  amount 
equal  to  95  per  cent  of  the  face  value  of  the  bonds  purchased,  and  in  addition 
thereto  accrued  interest  at  the  rate  of  5  per  cent  per  annum. 

After  the  expiration  of  six  years  from  said  date  the  purchase  price  shall  be 
an  amount  equivalent  to  the  face  value  of  said  bonds  and  accrued  interest  at 
the  rate  of  5  "per  cent  per  annum.  .   . 

In  the  case  of  the  purchase  of  the  stamped  bonds  as  above  mentioned,  the 
Republic  shall,  through  the  Bankers  or  otherwise,  arrange  that  the  Corporation 
give  the  bondholders  at  least  one  month's  notice  of  its  intention  to  make  the 
purchase,  and  the  Corporation  shall  thereupon  do  so  by  public  advertisement  or 
otherwise  as  the  Cori)oration  may  deem  expedient.  The  amount  required  for 
the  purchase  of  said  bonds  shall  be  deposited  by  or  for  account  of  the  Ilepublic 
prior  to  the  purchase  date  specified  in  said  notice  with  such  banks  or  banking 
houses  as  the  Kepul)lic  may  determine.  The  amount  thus  deposited  shall  be 
held  by  said  banks  or  l)anking  houses  as  a  special  fund  for  the  holders  of  such 
bonds,* and  shall  be  i>aid  out  only  on  presentatiim  and  surren<ler  of  such  !)onds 
with  all  coui)ons  appertaining  thereto.  All  stamped  "  1;M)9  bonds"  shall  cease 
to  draw  interest  from  and  after  the  purchase  date  specified  in  the  notice,  and 
from  the  date  of  said  deiK)sit  shall  cease  to  be  entitled  to  the  benefit  of  the 
Becurifv  afforded  by  this  agreement. 

Th(; 'Bankers  and  flu'  Cf»rporafion  are  hereby  aufhorlztMl  to  determine  gen- 
erally the  obligation  and  lial»ilities  of  the  banks  or  banking  houses  acting  here- 
under. ,     »i 

If  no  purchase  Is  made  binder  the  provision  of  this  artlcb'  owing  to  the  tinan- 
cij.l  niieratlcn  J  bove  mentioned  not  bein-  <arried  Out.  the  redemption  of  the 
asyentlng  bonds  will  be  effected  by  the  sinking  fuiwl  as  provided  by  article  seventh 
of  this  agreement.  In  any  case  said  stamited  "  r.K>9  bonds"  shall  be  paid  at 
maturity. 
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Article  Hint]].  In  c;'se  of  failure  on  llie  part  of  tbe  Republic  to  make  fV.ily 
and  punctually  any  of  the  payments  herein  provided  or  recognized,  whether 
of  interest  or  sinking  fund,  the  coupons  of  the  assenting  bonds  of  1909  are 
i]JSo  facto  restored  to  tlieir  full  rate  of  six  (6)  per  cent. 

Article  tenth.  Except  as  hereby  va.ried,  the  rights  of  the  parties  hereto  and 
of  tlie  holders  of  *' 1909  bonds''  shall  in  all  respects  remain  the  same  as  they 
were  jirior  to  the  execution  hereof.  And  any  provisions  contaJned  in  other 
contrncts  which  in  any  wa.y  conflict  with  the  provisions  of  this  agreement  shall 
be  null  and  void. 

Article  eleventh.  The  Bankers  execute  this  agreement  on  behalf  of  the  Re- 
public and  assume  no  i)ersonal  liability  in  so  doing. 

Article  twelfth.  This  agreement  shall  bind  and  is  for  the  exclusive  benefit 
of  the  parties  hereto.  Nothing  herein  coutained.  either  by  way  of  recital  or 
otherwise,  shr.ll  be  deeme<l  (U-  construed  as  an  admission  by  the  Republic  in 
favor  of  the  holders  of  any  "1909  bonds"  which  may  not  be  stamped  here- 
under, or  of  any  other  person  or  corporation  not  a  party  hereto,  nor  as  creating 
any  trust  or  obligation  in  favor  of  or  conferring  any  privilege  or  benefit  what- 
soever upon  any  holders  or  owners  of  any  such  unstami^d  bonds,  or  any  creditor 
or  concessionaire  of  the  Republic,  or  any  person  or  corporation  cla.iming  to  be 
such  creditor  or  coiicessionliire. 

Article  thirteenth,  ^'his  agreement  is  executed  by  the  parties  hereto  with  the 
object  of  effecting  a  settlement  of  all  differences  between  the  Republic  and  the 
holders  of  bonds  known  as  the  "  Republic  of  Nicaragua  6  per  cent  gold  bonds, 
1909,"  as  well  as  any  other  persons  or  corporations  who  are  interested  in  the 
adjustment  of  said  differences. 

Article  fourteenth.  This  agreement  shall  be  deemed  to  be  and  shall  be  con- 
strued as  a  New  York  contract. 

In  witness  whereof  the  Republic  has  caused  these  presents  to  be  executed  by 
the  Bankers  above  mentioned,  and  the  Corporation  of  Foreign  Bondholders  h;is 
caused  these  presents  to  be  executed  by  itS^  secreta  ry  thereunto  duly  authorized. 

Republic  of  NrcARAGUA, 
By  Brown  Brothers  &  Co., 

J.  &  W.  Seligman  &  Co.,  Agents. 
The  Corporation  of  Foreign  Bondholders, 
By  James  P.  Copper,  Secretary. 

customs  receipts. 

The  council  are  indebted  to  Mr.  E.  H.  Wands  for  the  following  information 
respecting  the  collection  of  the  customs  revenue  since  the  American  collector, 
general  entered  on  his  duties : 

Gold. 

Decemuer  IS,  1911,  to  January  31,  1912 $41,  491 

February 74,919 

March 10(J,  404 

April 90,282 

May 131,  667 

June 159,011 

July 120,  588 

August 51,249 

September 27,980 

October 99, 184 

November 198,  000 

Total 1,  010,  835 

'J'he  returns  to  the  end  of  August  are  complete.  Subsequent  leturns  are  based 
partially  or  wholly  on  cable  advices.  The  falling  off  In  rhe  returns  for  August 
and  September  was  caused  by  the  revolution. 

Owing  to  the  unsettled  state  of  the  Republic  for  several  years  past,  informa- 
tion with  regard  to  its  finances  which  is  either  recent  or  reliable  can  not  be 
obtained. 

For  the  last  five  years  no  budgets  appear  to  have  been  published. 

The  following  figures  with  regard  to  revenue  and  expenditure  and  the  inter- 
nal debt  have  been  supplied  to  the  council  by  the  courtesy  of  the  foreign  office. 
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The  figures  of  revenue  and  expenditure  for  1909  and  1910  differ  considerably 
from  those  given  in  the  council's  last  report. 


Revenue, 
currency. 

Expendi- 
ture, 
currency. 

1906                                                         

$12,065,115 
13,173,898 
13,119,503 
12,999,925 
16,022,397 

$9,818,067 
15,825,401 
12, 502, 592 

1907 

1908        

1909                                .                

17,322,528 
26,724,392 

1910 

The  revenue  for  1911  was  estimated  at  $24,000,000  currency,  but  the  expendi- 
ture for  that  year  is  not  yet  ascertainable,  although  a  large  deficit  is  antici- 
pated. 

The  internal  debt  in  March,  1912,  consisted  of  the  following  items : 

National  paper $47,000,000 

Sundry  creditors 10.  230,  243 

Nickel S49.  916 

Interior  loans 1.  337, 138 


59,  417. 197 


TRADE    STATISTICS. 

The  following  tables  are  compiled  from  the  foreign  office  report  of  Acting 
Consul  General  Venables.  published  in  May,  1912: 


Imports.  1910. 

Textiles £139,607 

Boots,  bootmaking  materials,  etc 21.399 

Soaps  and  perfumery 16,366 

liice  and  flour 56,421 

Preserved  provisions,  confectionery,  etc 8.  356 

Aerated  waters,  beers,  wines,  and  spirits . 14,861 

Mining  materials 12,  850 

Oils,   various 23,  327 

Arms,  hardware,  etc -_1 10,040 

Agricultural  implements 6, 056 

Jute  bags 7,  842 

Machinery 20,  230 

Paints,  turpentine,  etc 4, 103 

Miscellaneons  articles 247.  005 

Total 588,  463 

Exports,  1910. 

Coffee £576,198 

Itubber 71,  231 

Bananas 22,090 

Cocoa 4,  291 

Sugar : 3. 130 

Cotton 2,  25S 

Mahogany,  cedar,  and  other  woods 11,859 

Hides  and  skins 49,922 

(.'ol<l.  in  amalgam,  cyanides,  and  concentrates 7S.  (>>3 

<:old,  smelted,  precipitated,  and  in  bars 104.  (W7 

Silver  and  other  metals 882 

Miscellaneous  articles 11, 18J) 

Total 7/936,21)0 
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EXCHANGE. 

The  council  are  informed  that  the  following  were  the  rates  of  exchange 
ruling  on  the  1st  of  each  month  during  1912: 

[Currency   dollars=$l    American   gold.] 

January  1 $18.  40 

February  1 18.  00 

March  1 16.  25 

April  1 16. 10 

May    1 16.  00 

June  1 16.  00 

July  1 15.  50 

August  1 15.  50 

September  1 15.  00 

October  1 15.  00 

November   1 14.  00 

December  1 14.  00 

Senator  Pomerexe.  I  do  not  understand  who  makes  that  statement. 

Mr.  Douglas.  That  is  made  by  the  council  of  foreign  bondholders. 

Senator  Hitchcock.  The  rest  of  the  book  refers  to  other  countries. 

Mr.  Douglas.  Yes,  sir;  Paraguay  and  other  countries.  It  is  a 
resume  of  their  transactions  in  bonds  of  foreign  countries,  but  that 
part  of  it  only  refers  to  Nicaragua. 

Senator  Hitchcock.  Is  that  an  official  publication  ? 

Mr.  Douglas.  Yes,  sir.  I  have  here — I  think  it  is  not  fully  stated 
there — the  history  of  the  legislationjby  the  Congress  of  Nicaragua 
on  the  subject  of  various  loans  that  were  consolidated  by  what  is 
known  as  the  loan  from  the  Ethelburger  Syndicate.  I  will  hand  that 
to  the  stenographer  to  be  inserted  in  the  record. 

(The  matter  referred  to  is  as  follows:) 

Memorandum  in  be  Ethelburger  Syndicate  Loan. 

On  September  5,  1908,  the  Nicaragua n  Congress  passed  an  act  which  was 
approved  by  the  executive  on  September  13,  1J)08,  decreeing,  among  other,  things 
as  follows: 

[Translation.] 

"Art.  1.  The  executive  is  hereby  authorized  to  contract  a  loan  abroad  for  the 
nniount  of  £1,250,000,  nominal,  in  gold  bonds  on  the  most  favorable  conditions 
('(Kssible  of  issue,  interest,  and  amortization.  The  proceeds  of  this  loan  are 
flostined  for  the  redemption  of  the  English  loan  of  December  17,  1886,  as 
modified  on  September  12,  1805,  and  of  the  American  loan  of  April  4,  1904,  and 
\vith  preference  for  the  completion  of  the  railway  from  San  Miguelito  to 
Monkey  Point. 

"Art.  3.  The  contract  for  the  loan  shall  not  become  effective  until  after  having 
been  examined  and  approved  by  the  executive  power." 

On  September  16,  1908.  a  power  of  attorney  was  executed  by  Ernesto 
Martinez,  minister  of  finance  and  public  credit  of  the  Government  of  the  Re- 
public of  Nicaragua,  whereby  in  such  capacity  and  acting  on  behalf  of  the  said 
Government  of  Nicaragua,  and  in  accordance  with  special  instructions  from 
the  president  of  said  Republic,  he  granted  special  and  general  power  to  Angel 
Caligaris. 

*•  so  as  to  obtain,  in  common  accord  with  Don  Crisanto  Medina,  diplomatic 
minister  of  Nicaragua  in  France  and  England,  from  the  bankers  of  London, 
P.iris.  or  elsewhere,  a  loan  up  to  the  amount  of  one  million  two  hundred  and 
fifty  thousand  pounds  sterling  on  the  most  favorable  conditions  possible  regard- 
ing issue,  interest,  and  amortization  and  to  that  effect  he  empowers  him  to 
contract  the  said  loan  at  the  price  of  issue,  rate  of  interest,  length  of  time,  and 
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fonii  of  niiiortization.  on  the  terms  aud  conditions  which  he  may  think  more 
con\  enient  for  the  said  If epublic  of  Nicaragua  " — 

and  whereby  he  also  authorized — 

"tlie  said  Senor  Caligaris  to  arrange,  cancel,  and  extinjmish  the  foreign  debt 
which  prevails  on  the  earnings  of  the  National  Railway,  i.  e.,  the  loan  con- 
tracted in  London  on  the  17th  of  December.  18SG,  modified  bv  the  agreement  of 
the  12th  of  September,  1895;  and  the  loan  of  the  4th  of  April.  1004,  sec-ured 
in  this  city  with  a  group  of  xVmerican  bankers  on  the  guaranty  of  the  revenue 
of  the  Bluefields  and  Cabo  de  Gracias  a  Dios  customhouses;  that  in  order  to 
guarantee  the  reijayment  of  the  said  loan  of  £1,250,000  sterling  and  the  corre- 
sponding interests,  he  specially  authorizes  the  said  Senor  Ciiligaris  to  constitute 
a  first  and  preferred  charge  ui)on  the  properties,  duties,  and  revenues  men- 
tioned in  article  2  of  the  legislative  decree  of  the  5th  of  September  of  the  current 
ye;ir  1008,  which  authorizes  the  Government  of  Nicaragua  to  contract  a  loan 
for  £1.250,000  sterling,  which  decree  is  inserted  in  the  body  of  this  document." 

On  September  10,  1008,  a  similnr  power  of  attorney  was  executed  in  favor  of 
Grisanto  Medina  to  act  jointly  with  Angel  Caligaris. 

By  decree  dated  November  24,  1008,  the  president  of  the  republic,  through 
Ernesto  Martinez,  minister  of  finance  and  public  credit,  pursuant  to  article  3 
of  the  law  of  September  11,  1908,  approved  the  contract  consisting  of  28  jirticles 
agreed  upon  between  Crisiinto  Medina  and  Angel  Caligaris.  acting  on  behalf  of 
the  republic  and  the  Ethelburger  Syndicate  (Ltd.),  the  contract  so  approved 
being  presumably  a  draft  of  the  contract  as  afterwards  executed  on  January 
19,  1000. 

FIRST  ETHELBURGER  SYNDICATE  CONTRACT  DATED  .JANUARY   19,   190!). 

This  contract  was  executed  in  Paris,  the  (Government  of  Nicaragua  being 
represented  by  Crisanto  Medina  and  Angel  Caligaris.  acting  under  powers  of 
attorney  which  are  in  this  instrument  described  as  having  been  executed  in 
their  favor  by  the  minister  of  finance  and  i)ublic  credit  on  Sei)tember  10.  1908, 
whereas  the  fact  was  that  the  power  of  attorney  in  favor  of  Angel  Caligaris 
bears  date  September  16,  lOOS. 

This  contract  authorized  the  issue  of  £1.250,000  of  6  per  cent  gold  bonds, 
payable  in  35  years,  with  1  per  cent  sinking  fund,  redeemable  at  any  t'lne  at 
par  upon  six  months'  notice.  The  issue  was  secured  as  authorized  by  the  law 
of  September  11,  1008,  article  12  of  this  contract,  is  as  follows : 

"  The  bonds  to  be  issued  shall  bear  interest  on  their  nominal  amount  at  the 
rate  of  6  per  cent  per  annum,  and  the  nominal  amount  of  the  loan  shall  be  .one 
million  two  hundred  and  fift.v  thousand  pounds.  The  syndicate  shall,  with  the 
bonds  and  the  proceeds  of  the  public  issue  thereof,  discharge  the  loans  to  the 
Government  of  fifty  thousand  pounds,  and  two  thousand  three  hundre.l  pounds, 
made  by  the  London  Bank  of  Mexico  and  South  America  (Limited)  and  the 
syndicate  respectively,  with  interest  thereon,  and  arrange  the  redemption  or 
conversion  of  the  existing  p]nglish  loan  of  one  thousand  and  eight  hundretl  and 
eighty-six.  and  New  Orleans  loan  of  one  thousand  nine  hundred  and  four,  and 
f)rovide  the  Government  with  the  sum  of  five  hundred  and  ten  thousand  pounds 
in  cash.  The  provisional  certificates  and  bonds  deposited  with  bank  shall  be 
dealt  with  as  follows : 

"  The  bonds  of  the  nominal  value  of  five  hundred  thousand  pounds  reserved 
for  the  redemption  and  conversion  of  the  existing  English  and  New  Orleans 
loans  shall  be  delivered  to  the  syndicate  in  exchange  Hov  canceled  bonds  of 
those  loans,  at  such  times  and  in  such  auKumts  as  the  syndicate  may  require  to 
l.-ike  delivery  thereof,  provided  always  that  the  arrangements  for  the  redemption 
and  conversion  of  the  existing  English  and  New  Orleans  loans  shall  be  made  by 
the  syndicate,  and  that  the  (iovernment  will  from  time  to  time,  upon  the  rwpiest 
by  the  syndicate,  deliver  it  for  public  issue  and  s;ile  bonds  so  reservcHl.  The 
remaining  bonds  of  the  nominal  value  of  seven  hundred  and  fifty  thousand 
l>ounds  shall  be  purchased  by  the  syndicate  and  deliveretl  to  It  iipon  i)ayment 
to  the  bank,  for  account  of  the  Governnicni,  at  the  rate  of  seventy-live  pounds 
for  every  one  hundred  pounds  nominal  value  of  bonds  The  first  payment  to  the 
(iovernment  hereunder  shall  be  for  the  amount  ot  not  less  than  fifty  thousand 
pounds,  and  be  made  within  thirty  days  from  tlie  date  hereof,  and  sub.seiiuent 
payments  shall  be  made  by  the  syndicate  at  the  rate  of  not  less  than  fifty 
thou.sand  pounds  per  calendar  month." 
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SECOND  ETHELBURGA   SYNDICATE  CONTRACT,   DATED   MARCH    30,    1909. 

This  second  contract  was  executed  on  behalf  of  the  Republic  of  Nicaragua 
by  Medina  and  Caligarls,  acting  under  powers  of  attorney  of  September  19, 
1909,  and  September  16,  1909,  above  referred  to,  and  puii)orting  to  modify  the 
first  contract  by  providing, 

(1)  A  different  disposition  of  the  proceeds  of  the  loan,  and 

(2)  A  transfer  to  the  Ethelburga  Syndicate  of  the  control  over  the  con- 
struction of  the  proposed  railway  from  Lake  Nicaragua  to  the  Atlantic  Ocean. 

Senator  Pomerene.  I  wish  you  would  explain,  in  a  word,  what  this 
Ethelburger  syndicate  is;  who  they  are'^ 

Mr.  Douglas.  I  do  not  know;  it  is  composed  principally  of  Eng- 
lish people.     I  do  not  think  there  are  any  Americans  at  all. 

Senator  Pomerene.  English  capitalists? 

Mr.  Douglas.  Yes,  sir.  The  loan  was  negotiated  in  London  to 
take  up,  as  you  will  see  by  this  book,  two  or  three  outstanding  loans 
to  furnish  additional  capital  to  Nicaragua,  and  was  done  durmg  the 
administration  of  Zelaya. 

Senator  Smith  of  Michigan.  To  build  additional  harbors.  There 
were  no  railroads  except  from  Monkey  Point  down  the  Atlantic 
coast.     About  12  miles  was  built,  but  it  has  since  been  destroyed. 

Senator  Pomerene.  This  gives  the  amount  of  that  as  $6,000,000, 
In  view  of  certain  representations  that  have  been  made  to  me  I 
would  like  to  have  you,  if  you  can,  tell  the  committee  how  much  the 
Xicaraguan  Government  in  fact  realized  on  it. 

Mr.  Douglas.  I  have  no  source  of  information  except  what  is  con- 
tained in  this  volume  and  in  the  contract  itself,  a  copy  of  which  I 
have  here,  but  which  is  also  read  into  this  volume. 

Senator  O'Gorman.  What  is  your  impression  as  to  the  amount  re- 
ceived by  the  Government? 

Mr.  Douglas.  My  information  is  that  they  received  about  75  cents 
on  the  dollar. 

Senator  Pomerene.  May  I  ask  the  source  of  that  information? 

Mr.  Douglas.  My  information  comes  from  the  minister  of  finance 
as  his  information.  It  was  a  long  time  prior  to  his  time  of  filling 
the  office  of  minister  of  finance.  Let  me  read  to  the  committee  just 
two  paragraphs  that  Mr.  Chamorro  told  me  this  morning  constitute 
the  balance  of  the  Ethelburger  debt : 

1886.  Nicaragua  railways  6  per  cent  mortgage  bonds.  Amount  £285,000; 
issued  at  92^  per  cent  by  the  City  Bank.  Redeemable  at  par  in  1919.  Spe- 
cially secured  by  a  first  mortagage  on  the  Nicaragua  railways  and  on  the  cus- 
toms duties. 

Then,  underneath  in  brackets:  "[Converted  in  1909;  see  below.]" 
Now,  on  page  261, 1  read  the  following: 

1904.  a  6  per  cent  loan  of  $1,000,000  gold  was  negotiated  at  75  per  cent  with 
Mr.  Weinberger,  of  New  Orleans,  and  subscribed  in  New  York,  Boston,  and 
New  Orleans.  This  loan  is  secured  upon  25  per  cent  of  the  customs  receipts 
on  the  Atlantic  coast  of  the  country,  and  is  redeemable  in  25  years  by  install- 
ments of  $200,000  gold  each,  payable  every  fifth  year. 

Now,  I  know  that  those  two  loans  were  taken  up  when  they  nego- 
tiated the  Ethelburger  loan,  and  I  read  from  page  261  with  reference 
to  that: 

1909.  Six  per  cent  sterling  loan  of  1909.  Authorized  amount,  £1,250,000,  of 
which  (1)  £500,000  was  to  be  applied  to  the  conversion  or  redemption  of  the 
Nicaragua  railways  mortgage  bonds  of  1886  and  of  the  American  loan  of 
1904— 
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Those  are  the  first  two  items  that  constitute  paragraph  1  in  dis- 
j>osing  of  that  loan — 

(2)  £570,000  for  the  construction  of  the  railway  from  the  I.alve  of  Nicaragua  to 
the  Atlantic;  and  (3)  £180,000  for  the  general  purposes  of  the  Government. 

Senator  Hitchcock.  That  makes  the  bonds  of  the  railway 
$2,500,000 — just  that  one  item  alone^and  there  was  an  additional 
item  for  the  railway. 

Mr.  Douglas.  If  you  will  pardon  me,  let  me  finish 

Senator  Hitchcock.  And  yet  you  figure  the  sale  of  the  railway  on 
a  $2,000,000  basis  as  very  desirable. 

Mr.  Douglas.  I  think  if  you  will  investigate  the  proposition  you 
will  find  that  that  money  did  not  go  into  the  building  of  that  rail- 
road at  all — certainly  no  great  amount  of  it. 

Senator  O'Gorman.  What  became  of  it  ? 

Mr.  Douglas.  I  do  not  know.    It  was  a  long  time  ago 

Senator  O'Gorman.  Did  you  ever  hear? 

Mr.  Douglas.  No,  sir ;  I  never  heard  at  all. 

Senator  Hitchcock.  When  was  the  railroad  built? 

Mr.  Douglas.  About  25  or  30  years  ago.  Mr.  Cuadra  and  Mr. 
Chamorro,  who  are  residents  and  citizens  of  that  country,  will  tell 
vou  ten  times  as  much  as  I  can.  I  do  not  know  anvthing  about  it 
at  all. 

The  Chairman.  Who  is  the  minister  of  finance  ? 

Mr.  Douglas.  Mr.  Cuadra. 

The  Chairman.  Does  that  office  correspond  with  our  Secretary  of 
Treasury  here? 

Mr.  Douglas.  Yes,  sir. 

The  Chairman.  Why  is  he  in  Washington? 

Mr.  DouGi^s.  Well,  he  has  been  between  AVashington  and  New 
York  and  Europe  for  the  last  12  months.  He  came  here  pri- 
marily:  

TJie  Chairman.  On  the  business  of  his  office  or  relating  to  his 
office  ? 

Mr.  Douglas.  Entirely  so. 

The  Chairman.  I  w^ill  state  to  the  committee  that  Judge  Douglas 
states  that  he  is  not  familiar  with  the  finances  or  the  indebtedness  of 
Nicaragua  in  detail,  and  we  are  groping  here  now  to  get  facts,  when 
it  seems  to  me  that  by  bringing  this  minister  of  finance  here  we  could 
get  it  in  a  tabular  form,  in  a  way  that  it  would  be  right  before  us. 
Are  we  not  unnecessai-ily  consuming  time? 

Senator  O'Gorman.  Mr.  Chairman,  I  move  that  the  official  you 
spoke  of  be  invited  to  come  here  at  our  next  meeting. 

Senator  Hitchcock.  Does  he  speak  English,  Mr.  Douglas? 

Mr.  Douglas.  Hfe  speaks  English  well  enough  for  you  to  under- 
stand him. 

Secretary  Bryan.  I  think  you  had  better  have  an  interpreter. 

Mr.  Douglass.  T  will  have  Mr.  Livingston^  who  is  connected  witli 
the  office,  corae  here. 

Senator  O'Gorman.  I  move  that  they  both  be  invited  to  come  and 
appear  before  this  committee. 

Mr.  Douglas.  If  you  will  ])erinit  Mr.  Livingston  to  come  here  as 
an  interpreter,  you  will  find  him  a  very  fine  interpreter. 

Senator  Hitchcock.  You  started  to  say,  in  answer  to  a  question, 
that  this  Ethelburger  debt  scaled  down  from  the  amortization? 
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Mr.  Douglas.  I  really  prefer  not  to  answer  that,  because  I  do  not 
know.  I  stated  this,  that  I  found  the  Ethelburger  debt  of  Nicaragua 
when  I  became  its,,counsel,  only  about  a  year  ago.  I  never  under- 
fooR  to  open  up  the  Ethelburger  loan  at  all. 

Senator  Smith  of  Michigan.  You  regarded  that  as  a  closed  inci- 
dent ? 

Mr.  Douglas.  Yes ;  I  had  not  been  asked  to  take  it  up,  and  I  never 
took  it  up. 

Senator  Hitchcock.  When  this  matter  was  before  the  committee 
on  a  previous  occasion  it  Avas  proposed  to  scale  down  the  debts  of 
Nicaragua  in  consideration  of  certain  treaty  obligations  of  the 
United  States? 

Mr.  Douglas.  How  is  that.  Senator? 

Senator  Hitchcock.  It  was  proposed  to  scale  down  the  debts  of 
Nicaragua  to  an  honest  basis,  and  one  on  which  they  could  be  met 
before  the  United  States  assumed  certain  treaty  obligations.  What  I 
want  to  know  now  is  whether,  as  time  passed,  when  that  scaling  down 
came,  had  you,  as  a  condition  of  this  treaty 

Secretary  Bryan.  This  treaty  has  nothing  to  do  with  it. 

Senator  Hitchcock.  I  say  on  a  previous  occasion,  when  a  pro- 
posed treaty  was  before  this  committee,  a  treaty  offered  by  Secre- 
tary Knox,  it  was  proposed  in  consideration  of  that  treaty  to  scale 
down  the  debts  of  Nicaragua,  and  what  I  want  to  know  now  is 
whether,  as  time  passed,  when  we  can  scale  down  the  debts  in  con- 
sideration of  this  treaty  for  the  protection  of  Nicaragua? 

Secretary  Bryan.  I  think  so,  because  this  treaty  has  nothing  to  do 
with  any  past  debts  except  so  far  as  the  money  goes  to  liquidate  debts 
on  hand.  As  I  understand  it,  this  contract  was  made  in  1912,  prob- 
ably just  after  the  Senate  I'efused  to  allow  this  treaty. 

Senator  Smith  of  Michigan;  In  spite  of  the  fact  that  the  Senate 
refused  to  ratify  the  treaty  they  went  ahead  and  made  this  contract? 

Senator  Hitchcock.  Let  me  ask  you  this,  Mr.  Secretary.  In 
article  5  is  this  provision : 

The  Government  of  Nicaragua  shall  not  contract  or  assume  any  public  debt, 
to  pay  the  interest  on  which  and  to  make  provision  for  the  reasonable  sinking 
fund  for  the  ultimate  discharge  of  which  the  ordinary  revenues  of  the  Republic 
of  Nicaragua,  after  defraying  the  current  expenses  of  government,  shall  be 
Inadequate. 

That  provides  for  the  future? 

Secretary   Bryan.  Yes. 

Senator  Hitchcock.  And  restricting  the  borrowing  poAver  of 
Nicaragua.  And  does  it  not  also  measurably  increase  the  security 
of  the  existing  debts;  and  if  that  is  true,  in  consideration  of  thus 
increasing  the  security  of  the  existing  debts,  could  not  the  United 
States  require  them  to  be  made  just? 

Secretary  Bryan.  The  increasing  of  the  security,  I  think,  is  a  fact, 
and  yet  whether  we  could  use  that  fact  to  compel  the  holders  of  bonds 
already  issued  to  turn  them  in  and  take  less  is  a  question  I  would 
not  be  ready  to  decide.  If  it  were  a  contract  altogether  where  they 
were  going  to  get  a  new  securit}^  and  a  better  security,  then  they 
might  do  something  contingent  upon  our  doing  something,  but,  as  I 
understand  it — I  am  not  fully  informed  as  to  the  chronological 
facts — but  as  I  understand  it  %^y  ^Jljfd  fa  g^^  thjjj ,  t^^^^y  ^^^i^^^ 
some  two  or  three  years  ago  and  at  that  time  they  were  expected  to 
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make  some  scaling  down  in  conjunction  with  the  treaty,  but  they 
did  not  get  the  treaty  ratified  and  Nicaragua  had  to  go  ahead,  then, 
and  do  the  best  she  could  without  the  aid  which  this  treaty  would 
have  given  to  her,  and  we  now  have  to  take  the  condition  as  we  find  it 
and  provide  for  the  future.  I  am  not  prepared  to  say  that  we  could 
affect  the  past. 

Senator  Hitchcock.  Take  this  Ethelburger  debt,  is  not  their  se- 
curity more  or  less  percarious?  Suppose  this  treaty  is  not  enacted 
and  Nicaragua  goes  into  practical  bankruptcy  and  anarchy,  where 
would  the  Ethelburger  debt  be? 

Mr.  Douglas.  Pardon  the  interruption,  but  I  believe  there  is  some 
hope  of  doing  something  with  that  Ethelburger  loan  along  the  lines 
3'ou  suggested.     I  do  not  know. 

Senator  Hitchcock.  That  appears  to  me  absolutely  essential,  if  we 
are  going  to  undertake  a  protectorate. 

Secretary  Bryan.  It  might  be  worth  trying. 

Senator  Hitchcock.  I  think  it  should  be  a  real  protectorate  and 
give  her  protection  now  when  we  have  the  opportunity  to  approve 
their  security. 

Mr.  Douglas.  If  you  will  pardon  a  digression,  w^iich  I  think  is  a 
pertinent "  one ;  that  is,  I  think  you  ought  to  have  someone  from 
Brown  Bros,  and  from  Seligman  Co.  to  come  before  this  committee 
and  let  them  state  the  history,  not  only  of  their  present  connections 
with  Nicaragua  but  the  part  they  played  in  the  settlement  of  the 
Ethelburger  debt,  because  they  acted  as  agents  for  Nicaragua  in 
that  particular  agreement;  and  I  will  say  now  that  I  have  found 
these  gentlemen  as  clean  and  strong  bankers  as  I  ever  met  anywhere, 
and,  so  far  as  the  present  administration  of  Nicaragua  is  concerned, 
we  are  perfectly  satisfied  with  the  relations  of  Nicaragua  and 
these  gentlemen,  so  much  so  that  we  should  like  to  do  our  further 
financing  with  them. 

.  Senator  O 'Gorman.  I  am  much  impressed  with  the  last  suggestion 
made  by  Senator  Hitchcock.  If  we  enter  into  this  treaty,  we  are 
undoubtedly  stabilizing  securitv  of  doubtful  value  to-day,  and  if 
these  bankers,~to  whorn  tlie  witness  alludes,  control  this  Ethelburger 
indebtedness,  they  ought  to  come  before  us  and  give  us  an  oppor- 
tunity to  learn  from  them  what  their  attitude  will  be  in  the  event  of 
our  assuming  this  new  relation  with  Nicaragua.  Therefore,  I  move 
that  they  be  invited  to  come  before  this  committee  at  the  next  or  the 
second  hearing  following  this. 

The  Chairman.  Do  you  know  who  they  are? 

Mr.  Douglas.  Yes,  sir;  I  can  give  you  the  names  of  the  parties,  I 
think.  Mr.  James  Brown,  senior  member  of  the  firm  of  Brown  Bros., 
and  Mr.  Strauss 

The  Chairman.  What  Strauss? 

Mr.  Dougijvs.  I  am  trying  to  think.  I  will  give  the  names  to  the 
stenographer  of  the  gentlemen  who  had  charge  of  these  negotia- 
tions.    I  think  Mr.  Mallet-Prevost. 

Senator  Saui^bury.  You  mean  they  represent  this  English  syndi- 
cate ? 

Mr.  Douglas.  No,  sir;  they  represented  Nicaragua  on  May  20, 
1912,  when  the  rate  of  interest  was  reduced. 

Senator  Smith  of  Michigan.  Mr.  Frederick  Strauss. 

Senator  Williams.  That  was  the  agreement  cited  in  the  document 
just  given? 
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Senator  Saulsbury.  How  was  the  debt  evidenced^  In  rhe  fcrm 
of  bonds? 

Mr.  Douglas.  Yes,  sir. 

The  Chairman.  Do  you  know  of  anyone  in  thio  country  repre- 
senting the  holdings  of  these  securities? 

Mr.  Douglas.  No,  sir;  I  do  not.  I  want  to  complete  my  sugges- 
tion. I  would  suggest  calling  Mr.  James  Brown,  of  Brown  Bros., 
Mr.  Frederick  Strauss,  of  Seligman  Co.,  and  Mr.  Mallet-Prevost,  of 
the  law  firm  of  Curtis,  Mallet-Prevost  &  Colt,  as  witnesses  here.  Mr. 
Mallet-Prevost  was  the  counsel  for  those  people  from  the  commence- 
ment of  their  relations  with  Nicaragua  two  or  three  years  ago  and 
is  quite  a  distinguished  lawyer,  and  represented  this  Government,  I 
believe,  as  one  of  the  commissioners  on  the  Venezuela  Commission. 

The  Chairman.  Is  it  not  a  fact  that  while  Ave  may  get  some  inter- 
esting information  from  the  gentlemen  whose  names  you  have  called, 
yet  can  we,  through  these  people,  get  any  understanding  of  the  hold- 
ers of  the  securities  ? 

Mr.  Douglas.  There  is  no  one  in  this  country  that  could  answer 
that  question  so  promptly  and  reliably  as  Mr.  James  Brown,  of 
Brown  Bros.  If  you  do  not  require  any  of  us  to  speculate  about  it 
he 'could  answer  that  question  very  quickly  as  to  what  could  prob- 
ably be  done. 

Senator  Hitchcock.  Are  these  bonds  sold  on  the  market? 

Mr.  Douglas.  No,  sir ;  so  far  as  I  know  they  are  held  entirely  and 
closely  held  by  inside  capitalists.  " 

The  Chairman.  Will  you  give  me  the  name  of  that  man  that  you 
suggested  as  an  interpreter? 

Mr.  Douglas.  Mr.  Livingston.  He  is  with  the  Nicaragua  lega- 
tion here  and  is  a  very  good  interpreter. 

Senator  O'Gorman.  Shall  we  have  a  meeting  to-morrow,  Mr. 
Chairman  ? 

The  Chairman.  The  committee  will  have  to  have  a  meeting. 

Senator  Smith  of  Michigan.  I  want  to  have  Mr.  Wands  here. 

Senator  O'Gorman.  Who  is  he? 

Senator  Smith  of  Michigan.    He  is  the  man  who  negotiated  the    . 
purchase  of  the  Ethelburger  bonds  while  he  represented  Nicaragua  iK 
for  the  bankers. 

The  Chairman.  Where  is  he? 

Senator  Smith  of  Michigan.  He  is  a  New  York  banker.  He  is  the 
man  recommended  by  the  State  Department,  by  the  former  Secretary, 
to  go  down  there  and  rehabilitate  the  finances  of  Nicaragua.  He  wns 
there  seven  days  and  rehabilitated  the  finances. 

Senator  Williams.  Who  is  that? 

Senator  Smith  of  Michigan.  Mr.  E.  H.  Wands.  Our  minister  to 
Nicaragua  described  him  as  probably  the  most  scientific  financier  to 
be  found  anywhere  in  the  United  States.  I  have  got  his  exact 
langauge. 

The  Chairman.  You  wish  him  to  be  here? 

Senator  Smith  of  Michigan.  Yes,  indeed. 

Mr.  Douglas.  Let  me  suggest  a  man  who  devised  and  worked  up 
the  plan  for  the  reformation  of  the  financial  plan  of  Nicaragua — 
Mr.  Charles  A.  Con  ant. 

Senator  Smith  of  Michigan.  He  is  one  of  them. 

Senator  Williams.  He  would  want  $75  a  day,  as  an  expert,  to 
appear. 
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Mr.  Douglas.  Mr.  Conant  knows  all  about  these  conditions. 

The  Chairman.  In  that  connection  I  will  state  that  we  have  no 
authority  for  hearings  involving  any  expenses.  These  invitations 
are  sent  out,  and  the  appearance  of  these  people  must  be  at  their 
own  expense. 

Senator  Williams.  We  can  inform  him  there  will  ]je  no  fees. 

Secretary  Bryan.  I  think  Brown  Bros,  will  come  witliout  fees. 

Mr.  Douglas.  And  I  do  not  think  Mr.  Conant  will  ask  any  fee. 

Secretary  Bryan.  I  think  the  Brown  Bros,  will  come  without  any 
expense,  because  in  the  telegi'am,  or  letter,  to  Senator  O'Gorman  they 
expressed  a  willingness  to  put  their  books  at  the  disposal  of  the  com- 
mittee. 

Senator  G'Gorman.  That  is  true. 

Senator  Smith  of  Michigan.  Mr.  Ernest  H.  Wands,  of  New  York 
City,  who  went  to  Nicaragua  in  company  with'  the  American  minis- 
ter, Mr.  Northcote,  in  February,  1911 — Mr.  Northcote  said,  when 
he  presented  Mr.  Wands  to  the  Government,  in  his  address  present- 
ing his  credentials:  "By  designation  and  at  the  request  of  Your 
Excellency's  Government,  one  of  the  most  eminent  authorities  on 
finance  in  any  country,  Mr.  E.  H.  Wands,  who  accompanies  me."  I 
should  like  to  have  Mr.  Wands  come  before  the  committee. 

Senator  O'Gorman.  That  probably  is  only  diplomatic  exaggera- 
tion. 

Senator  Smith  of  Michigan.  No.  He  was  there  seven  days,  I  un- 
derstand, and  went  back  there  again  for  three  days  at  another  time, 
and  rehabilitated  the  finances  of  the  country,  and  I  believe  he  ought 
to  come  here. 

Senator  O'Gorman.  I  move  that  he  be  included  with  those  New 
York  bankers,  and  that  we  hear  all  of  them. 

The  Chairman.  All  right.  That  will  be  agreed  to.  However, 
we  shall  have  to  have  a  list,  as  far  as  possible,  with  the  addresses. 

Mr.  Douglas.  I  do  not  know  Mr.  Wands's  address.  I  should  like 
to  present  to  the  committee  the  hydrographic  chart  of  the  Gulf  of 
Fonseca.  It  gives  the  depth  of  the  water,  both  on  the  Nicaraguan 
and  on  the  Salvadorean  coasts. 

Senator  Pomerene   (indicating  on  ])lat).  This  is  Nicaragua? 

Mr.  Douglas.  This  is  Nicaragua.  Down  here,  those  figures  are  in 
fathoms,  while  the  elevation  of  the  land  is  in  feet.  You  will  find 
that  the  water  along  the  coast  of  Nicaragua  runs  from  35  to  100  feet 
in  depth. 

Secretary  Bryan.  The  depth  of  the  water  seems  to  be  ample. 

Mr.  Doi'GLAS.  I  should  state  further  to  the  committee  that  this 
Gulf  of  Fonseca  has  been  the  hatching  phice  for  revolutions  for 
nearly  a  century,  and  the  presence  of  a  naval  base  of  the  United 
States,  we  feel,  would  almost  of  itself  prevent  the  hatching  out  of 
revolutions  hereafter. 

Senator  O'Gorman.  You  say  the  hatching  place  of  revolutions? 

Mr.  Douglas.  Of  all  Central  America.  You  see,  it  is  a  landlocked 
harlK)r,  so  to  speak.  Almost  evei-y  revolution  of  Central  America 
has  been  hatched  there. 

The  Chairman.  The  question,  you  know,  has  been  raised  here  re- 
specting the  depth  of  the  water. 

Senator  Williams.  That  is  on  the  chart. 
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The  Chairman.  But  that  ought  to  be  in  the  hearing,  if  you  can 
formulate  a  concine  statement  as  to  the  lay  of  that  water  and  the 
depth. 

Mr.  Douglas.  No,  sir;  but  I  can  ascertain  for  the  committee.  The 
only  reason  I  went  to  the  trouble  to  get  this  chart  was  because  of  a 
statement  made  by  some  one  that  there  was  a  very  shallow  body  of 
water  there  and  that  it  could  not  be  used  for  a  naval  base;  but  I 
am  quite  sure  you  can  get  some  one  to  give  you  the  exact  facts. 

The  Chairman.  Who  prepared  that  map? 

Mr.  Douglas.  I  got  that  from  tlie  Navy  Department.  I  think  it 
was  prepared  quite  recently.  You  will  see  that  the  water  right  on 
that  point  is  nearly  100  feet  deep  [indicating].  . 

Secretary  Bryan.  You  see,  there  is  a  mountain  here  2,800  feet  y  3 
high,  and  this  bay  comes  around  here.     We  can  have  any  place  on-^ 
that  coast  we  want. 

Senator  Smith  of  Michigan.  I  think  Nicaragua  has  an  agreement 
with  Salvador  and  Honduras  that  she  will  not  at  any  time  give  any-  ^ji^ 
one  rights  there  about  which  the  three  parties  are  not  consulted? 

Secretary  Bryan.  I  think  you  are  misinformed  about  that. 

Senator  Saulsbury.  When  you  get  on  the  charted  part,  that  is  in 
feet? 

Mr.  DoiTGLAS.  Where  it  is  covered  with  water  it  is  in  fathoms.; 
where  the  land  is  exposed  it  is  in  feet. 

Senator  O'Gorman.  I  was  going  to  ask,  has  our  Government  con- 
ferred with  any  foreign  power  other  than  Nicaragua  with  respect  to 
this  proposed  treaty? 

Secretary  Bryan.  No;  we  have  a  communication  from  Costa  Rica, 
which  joins  Nicaragua  along  a  part  of  this  canal — the  San  Juan 

River.     They  have  an  agreement  with  Nicaragua,  to  which  they  •    

called  our  attention. 

Senator  Smith  of  Michigan.  That  is  w^hat  I  referred  to. 

Secretary  Bryan.  I  thought  you  meant  Salvador. 

Senator  Smith  of  Michigan.  I  think  Salvador  had  some  sort  of 
agreement;  but  go  ahead;  I  do  not  want  to  interrupt  you. 

Secretary  Bryan.  I  will  tell  you  what  Salvador  clid  later.  We 
looked  over  that  agreement  and  reached  the  conclusion  that  it  was 
not  necessary  for  Nicaragua  to  consult  Costa  Rica  until  the  canal 
was  to  be  built,  and  we  have  notified  Costa  Rica  that  we  would  be 
glad  to  purchase  her  option,  as  we  purchased  Nicaragua's. 

Senator  O'Gorman.  At  this  time? 

Secretary  Bryan.  At  this  time  or  at  any  time.  i 

Senator  Smith  of  Michigan.  As  a  matter  of  fact,  Costa  Rica  pro-    I j( 
tested  against  this  entire  arrangement,  did  they  not,  very  vigorously  ? 

Secretary  Bryan.  Yes.  I  should  hardly  call  it  a  protest;  but  they 
called  attention  to  the  fact  that  they  understand  they  are  to  be  con- 
sulted in  regard  to  this,  and  we  think  their  right  to  be  consulted  is 
conditioned  upon  the  building  of  the  canal,  at  which  time  we  would 
expect  to  consult  them;  but  we  are  perfectly  willing  to  buy  their 
option  at  this  time. 

Senator  O'Gorman.  Have  we  consulted  with  any  European  nation  ? 

Secretary  Bryan.  No.    Now,  as  to  Salvador.    Salvador  asked  to  be 
considered  in  regard  to  the  Fonseca  Bay  matter  on  two  grounds:         -t 
First,  on  the  ground  that  the  bay  was  a  joint  bay;  and,  second,  on  ^-^ 
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the  ground  that  her  political  interests  were  involved.  We  answered 
that  there  had  been  a  division  of  the  bay  which,  while  the  treaties 
had  not  been  signed,  the  limits  had  been  fixed  and  the  different  coun- 
tries had  acted  upon  the  basis  of  the  treaty  although  it  had  not  been 
signed;  and  we  did  not  accept  her  view  with  regard  to  the  political 
j/  interests  there  because  there  was  no  menace  to  her  political  interest. 
U  And  we  also  stated  to  Salvador  and  to  Honduras  that  we  would  be 
glad  to  treat  them  just  as  we  had  Nicaragua  and  buy  a  naval  base 
from  them  if  they  desired  to  sell.  ^ 

Senator  O'Gorman.  When  did  this  correspondence  take  place  with 
Salvador? 

Secretary  Bryan.  Within  six  months. 

Senator  O'Gorman.  Recently? 

Secretary  Bryan.  Yes. 

Senator  Williams.  Our  object,  of  course,  in  buying  this  is  not  to 
build  a  canal? 

Senator  O'Gorman.  Not  at  once. 

Senator  Williams.  To  buy  the  works  and  close  them  down  to  keep 
anybody  else  from  building  a  canal.    That  is  the  whole  business  ? 

Senator  Smith  of  Michigan.  That  is  what  Costa  Rica  objected  to, 
/^     because  it  has  interests  in  the  river  and  Costa  Rica  thinks  it  ought  to 
be  improved  ? 

Secretary  Bryan.  Yes. 

Senator  Smith  of  Michigan.  Their  interestJfe  are  admitted  in  the 
river,  I  think,  and  that  is  the  basis  for  the  objection  as  well  as  to  the 
Fonseca  Bay,  and  it  raises  a  serious  question  as  to  whether  we  are 
^^  not  riding  rough  shod  over  that  country. 

-^  The  Chairman.  Costa  Rica,  Mr.  Secretary,  claims  that  this  pro- 
posed arrangement  with  Nicara^f^a  here  conflicts  with  agreements 
between  the  coastal  countries? 

Secretary  Bryan.  They  call  our  attention  to  a  treaty  by  the  terms 
of  which  Nicaragua  is  to  consult  with  Costa  Rica  in  case  of  the  build- 
ing of  a  canal,  and  it  was  submitted  to  our  counselor,  Mr.  Moore, 
and  an  answer  was  prepared  to  them.    I  am  not  sure  that  it  was  a 
written  answer,  but  we  conferred  with  the  Costa  Rican  minister. 
Our  answer  was  that  we  did  not  construe  that  to  require  the  consent 
I    of  Costa  Rica  to  the  sale  of  an  option,  but  that  her  right  to  be  con- 
l    suited  depended  upon  the  building  of  a  canal,  and  that  that  right 
Vh  would  be  recognized  when  the  time  came. 

Senator  Williams.  If  we  ever  built  a  canal? 

Secretary  Bryan.  Yes. 

Senator  Williams.  Then  we  are  pretty  safe.  We  will  never  build 
a  canal. 

Secretary  Bryan.  You  state  we  never  will  build  the  canal.  I 
should  notwant  to  say  that.  We  can  not  tell  what  emergencies  might 
arise  or  what  needs  might  be  felt,  but  we  think  that  the  option  is 
worth  having. 

Have  you  anything  more  to  say,  Mr.  Douglas  ? 

Mr.  Douglas.  No,  sir. 

Senator  Smith  of  Michigan.  T  have  some  questions  I  should  like 
to  ask  rather  categorically  of  Judge  Douglas  that  the  record  may 
contain  them.    How  long  have  you  oeen  counsel  for  Nicaragua? 

Mr.  Doi'GLAS.  About  a  year. 

Senator  S>tith  of  Mi«liin^;ui.   A?i(]  who  n|)pointed  you? 
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Mr.  Douglas.  The  President  of  Nicaragua,  through  Mr.  Cuadra, 
the  minister  of  finance. 

Senator  Smith  of  Michigan.  Do  you  hold  any  official  designation, 
or  are  you  just  employed? 

Mr.  Douglas.  I  am  simply  employed  as  counsel. 

Senator  Smith  of  Michigan.  At  a  salary  or  upon  a  contingent 
fee? 

Mr.  Douglas.  At  •  a  salary.  There  is  no  contingency  whatever. 
Pardon  me  for  saying  in  this  connection,  Senator,  so  that  there  may 
be  no  misunderstanding  here,  I  have  no  contingent  interest  whatso- 
ever dependent  upon  the  action  of  the  Senate  or  of  this  committee  or 
any  other  matters  pending  before  Congress. 

Senator  Smith  of  Michigan.  Were  you  the  counsel  of  Zelaya  when 
he  was  in  trouble  here  ? 

Mr.  Douglas.  No,  sir;  I  was  counsel  against  him  when  he  was  in\ 
trouble.  I  represented  the  Nicaraguan  Government  and  helped  put  j 
through  the  arrangement  for  his  deportation.  / 

Senator  Smith  of  Michigan.  When  was  that? 

Mr.  Douglas.  That  was  the  fall  of  last  year,  was  it  not,  Mr.  Secre- 
tary ? 

Secretary  Bryan.  At  the  time  I  came  from  New  York  ? 

Mr.  Douglas.  Yes. 

Secretary  Bryan.  It  was  between  six  and  nine  months  ago.     """^ 

Mr.  Douglas.  Yes;  \.  will  say  six  months  ago. 

Senator  Smith  of  Michigan.  Were  you  active  in  arranging  the 
present  so-termed  temporary  loan  to  Nicaragua  negotiated  by  Brown 
Bros.  &  Seligman? 

Mr.  Douglas.  I  should  say  that  I  was  very  active.  I  went  to  New 
York  on  that  I  suppose  12  or  15  times,  commencing  with  September 
of  last  year. 

Senator  Smith  of  Michigan.  And  because  of  that  intima-cy  with 
the  matter  do  you  know  whether  any  other  bankers  than  Brown 
Bros.  &  Seligman  were  considering  the  tender  of  a  loan  to  the  Re- 
public at  that  time  % 

Mr.  Douglas.  There  was  no  tender  made  that  I  know  of.  There 
were  suggestions — you  can  use  a  slang  term  and  say  there  were 
"nibbles" — but  nothing  that  led  up,  I  believe,  to  any  real  hope  of 
securing  this  money  an5^where  else. 

Senator  Smith  of  Michigan.  In  your  statement  the  other  dav  you 
said  you  were  active  in  defeating  the  so-called  Jarvis  loan 

Mr.  Douglas.  I  do  not  think  I  used  that  word.  If  I  did,  I  did  not 
mean  it. 

Senator  Smith  of  Michigan.  I  am  quite  clear. 

Mr.  Douglas.  If  you  look  at  it  from  the  standpoint  of  practical 
results  that  might,  in  a  way,  be  a  correct  expression  to  use. 

Senator  O'Gormax.  Did  you  oppose  it? 

Mr.  Douglas.  I  opposed  it.  Senator,  in  the  way  that  I  favored 
negotiating  the  loan  with  Brown  Bros.  My  position  with  Mr. 
Cuadra  was  this.  When  I  came  home  from  my  vacation  I  found 
that  after  the  treaty  proposition  had  been  made  to  the  committee 
to  pass  this  treaty,  or  to  ratify  this  treaty,  and  had  failed,  that 
Nicaraguan  conditions  became  perilous  in  the  extreme.  When  I 
returned  I  found  Mr.  Cuadra  and  Gen.  Chamorro,  the  Nicaraguan 
minister,  in  the  depths.     They  felt  that  Nicaragua  was  practically 
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going  into  bankruptcy,  and  they  were  reaching  out  in  almost  a 
hysterical  way  to  get  money  to  save  the  situation  at  ahnost  any  price 
and  from  any  point.  And*^  when  I  returned,  I  think  on  the  29th  of 
August,  and  saw  Mr.  Cuadra,  perhaps  the  next  day,  I  at  once  took  an 
active  part  in  the  situation.  I  advised  Mr.  Cuadra  and  Gen.  Cha- 
morro  that  the  only  hope,  in  my  judgment,  for  getting  quick  relief 
in  the  shape  of  a  temporary  loan  would  be  from  the  people  who 
knew  Nicaraguan  ccmditions;  that  if  we  should  go  to  anyone  else 
it  would  take  a  month  to  two  months  to  educate  them  up  to  the 
point  of  familiarity  that  Brown  Bros,  and  the  Seligman  Co.  had, 
and  that  anyone  else  would  require  that  they  should  have  before 
they  would  launch  into  the  atTairs  of  Nicaragua;  that  if  we  should 
go  to  anyone  else  we  would  have  to  pay  off  the  Brown  Bros.'s  loan, 
then  about  $700,000,  and  I  simply  took  the  position  that  it  was  going 
along  the  line  of  the  least  resistance  to  get  the  money  from  these 
people  in  New  York;  that  I  believed  then — and  I  believe  now — 
to  be  clean  and  high-class  bankers. 

Senator  Smith  of  Michigan.  Mr.  Jarvis  came  over  here  from  New 
York,  did  he  not,  just  before  that  loan  was  completed,  and  called 
on  the  Secretary  of  State  ? 

Mr.  Douglas.  I  understood  after  I  came  home  that  Mr.  Jarvis 
had  been  here  and  had  had  some  negotiations  with  Mr.  Cuadra  and 
perhaps  with  Gen.  Chamorro.  I  never  met  him  in  my  life;  never 
saw  him.  When  I  saw  the  contract  that  was  "proposed  to  make  with 
Mr.  Jarvis,  wdiich  had  to  be  ratified  by  President  Diaz — when  I 
saw  it  on  the  train  going  with  Mr.  Cuadra  from  Washington  to 
New  York — I  expressed  my  opinion  that  Mr.  Jarvis  could  not  get 
the  money  in  London;  that  it  was  all  right  to  try  if  they  had  suffi- 
cient time  in  which  to  do  it;  that  their  loan  was  maturing  in  October, 
the  seven  hundred  thousand  and  odd  dollars,  and  that  the  finances 
of  Nicaragua  were  getting  in  worse  ccmdition  from  day  to  day ;  and 
I  also  advised  them  that  the  terms  of  the  contract  proposed  by 
Jarvis  were  utterly  and  absolutely  so  unfair  as  not  to  be  thought 
of  seriously.  His  proposition  involved  fastening  his  services  upon 
the  Government  of  Nicaragua  as  an  international  minister  of  finance, 
and  which  term  of  service  and  tenure  of  office  would  last  during 
the  life  of  the  loan,  which  was  25  years.  I  believe  that  to  read  that 
contract  would  be  all  the  condemnation  you  would  need.  It  was 
bad  enough  even  on  its  merits,  but  I  felt  satisfied — and  all  anyone 
can  do  is  to  follow  his  best  judgment — that  this  loan  could  not  have 
been  negotiated  by  Mr.  Jarvis  in  London  at  that  i)articular  time. 
I  knew  that  money  was  stringent;  times  were  hard  and  were  not 
improving;  and  T  felt  that  if  a  temporary  loan  was  to  be  made  it 
should  be  made  with  the  people  to  whom  we  owed  the  money.  The 
result  was,  although  I  sent  no  cable  to  Mr.  Diaz,  I  sim])ly  talked  to 
Mr.  Cuadra  as  I  am  talking  to  this  committee,  and  President  Diaz 
did  not  approve  the  tentative  contract  with  Mr.  Jarvis.  Mr.  Jarvis 
did  suggest,  so  Mr.  Cuadra  told  me,  that  he  would  put  up  $2r)0.(M)0, 
or  some  substantial  fund,  as  earnest  of  his  own  faith  in  his  ability 
to  put  the  loan  through,  but  the  money  was  never  put  up.  Mr. 
Cuadra  told  be  that  he  insisted  that  the  money  should  be  i)ut  up 
and,  so  far  as  I  know,  and  so  far  as  I  have  ever  been  informed.  Mr. 
Cuadra  never  say  the  color  of  Mr.  Jarvis's  money  or  anyone  else's. 
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Senator  S311TH  of  Michigan.  Did  you  ever  hear  that  the  agent  of 
Jarvis  &  Co.  was  en  route  to  Nicaragua  with  the  certified  check  for 
this  amount  of  money,  and  was  stopped  when  he  reached  New 
Orleans  and  ordered  back  to  Washington? 

Mr.  Douglas.  I  never  heard  that  even  hinted  at  or  suggested  in 
the  most  nebulous  form  before. 

Senator  O'Gorman.  By  whom,  Senator  Smith? 

Senator  Smith  of  Michigan.  He  was  ordered  back  by— I  do  not 
know  whether  that  communication  w^ent  from  the  State  Depart- 
ment or  not,  but  I  know  there  were  officers  in  the  State  Department 
who  were  cognizant  of  his  trip. 

Secretary  Bryan.  I  think  that  was  a  proposed  trip.  '  "^ 

Senator  Smith  of  Michigan.  What  was  it,  Mr.  Secretary? 

Secretary  Bryan.  A  proposed  trip.  We  were  trying  to  get  as 
many  persons  interested  as  possible  in  order  to  get  some  competition 
in  the  loan  down  there,  and  we  conferred  with  Jarvis.  My  recol- 
lection is  the  proposition  he  made  was  that  the  loan  should  draw  5 
per  cent,  and  that  he  should  have  a  commission,  and  the  commis- 
sion he  suggested  was  1  per  cent,  which  would  make  it  a  6  per  cent 
loan,  so  that  there  was  no  advantage  over  the  Brown  loan. 

Senator  Smith  of  Michigan.  Did  he  come  to  see  you  after  his 
return  from  Europe? 

Secretary  Bryan.  I  am  not  sure  w^hether  he  did  after  he  returned 
or  not. 

Senator  Smith  of  Michigaii.  He  came  to  see  you  shortly  before 
his  death  in  October,  did  he  not? 

Secretary  Bryan.  I  think  that  was  possibly  about  another  matter. 
He  had  two  matters  in  which  he  w  as  interested. 

Senator  Smith  of  Michigan.  He  was  also  interested  in  the  Santo 
Domingo  matter? 

Secretary  Bryan.  In  Santo  Domingo  and  Nicaragua.  Bui  we 
could  only  consider  a  contract,  or  approve  a  contract,  after  it  had 
been  accepted  by  Nicaragua ;  and  we  met  with  the  Nicaragua  men, 
with  them  we  met  Jarvis,  and  we  also  conferred  with  Judge  Douglas 
in  regard  to  Brown,  and  we  were  trying  to  get  both  parties  to  make 
the  best  possible  proposition  to  Nicaragua. 

Senator  Smith  of  Michigan.  You  say  this  proposed  trip  to  Nica- 
ragua was  in  the  interest  of  the  other  loan.  Do  you  think  it  was  only 
a  proposed  loan? 

Secretary  Bryan.  My  recollection  is  that  they  asked  if  this  could 
not  be  postponed  longer  for  them  to  send  a  man  down  to  consult 
the  President  directl}^ 

Senator  Smith  of  Michigan.  That  man  went,  did  he  not  ? 

Secretary  Bryan.  I  am  not  prepared  to  say.  Senator  Smith. 

Senator  Smith  of  Michigan.  He  got  as  far  as  New  Orleans  and 
was  stopped  and  ordered  to  return  ? 

Mr.  Douglas.  Did  you  hear  who  stopped  him? 

Senator  Smith  of  Michigan.  Yes;  I  know  who  stopped  him.  I 
would  rather  have  him  tell  it  than  tell  it  myself.  But  he  came  back 
from  New  Orleans. 

Secretary  Bryan.  You  say  you  know  wdio  stopped  him  ? 

Senator  Smith  of  Michigan.  Yes.  sir. 

Senator  Shively.  Who  stopped  him? 
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Senator  Smith  of  Michigan.  Why,  the  people  who  sent  him. 

Senator  Shively.  Who  sent  him?' 

Secretary  Bryan.  Jarvis. 

Senator  Smith  of  Michigan.  Jarvis  sent  him,  I  suppose,  and 
stopped  him  because  they  had  gone  to  Brown  Bros,  with  the  loan, 
and  he  returned  with  his  certificate  of  deposit  to  Washington.  I 
will  let  him  tell  that  in  his  ow^n  way.  I  am  not  a  witness.  What 
did  you  laiow^  about  his  being  stopped? 

Secretary  Bryan.  I  can  not  say  that  he  started,  Mr.  Smith.  I 
know  that  it  was  discussed,  and  I  think  I  asked  whether  they  would 
postpone  the  matter  long  enough  for  him  to  go  there.  But  they  had 
become  convinced  that  the  Brown  contract  was  better  than  the 
Jarvis  contract. 

Senator  Smith  of  Michigan.  Then  you  personally  know  nothing 
about  his  being  stopped? 

Secretary  Bryan.  I  can  not  answer  positively  whether  he  started 
or  not.  I  only  know  they  made  some  request  about  sending  a  man 
down  there,  and  that  it  fell  through,  but  whether  he  actually  started 
or  not  I  can  not  say. 

Senator  Smith  of  Michigan.  Whether  he  was  stopped  by  the  de- 
partment or  by  anyone  in  the  department? 

Secretary  Bryan.  It  would  not  be  in  the  department  unless  it  was 
a  notice  from  them  that  they  would  not  accept  his  contract. 

Senator  Williams.  When  you  say  "notice  from  them,"  you  mean 
from  the  Nicaraguan  people? 

Secretary  Bryan.  Yes;  w^e  could  only  act  for  them.  We  had  no 
way  to  ourselves. 

Senator  Smith  of  Michigan.  That  came  out  incidentally.  I  did 
not  intend  to  bring  that  out,  except  as  to  your  own  suggestion.  I 
should  like  to  ask  Mr.  Douglas  whether  or  not  a  strong  opposition 
to  the  present  bankers  operating  in  Nicaragua  by  the  Nicaragua 
people  is  general? 
s.   Mr.  Douglas.  I  think  there  is  some  opposition. 

Senator  Smith  of  Michigan.  Am  I  using  too  fetrong  a  word  when 
I  say  there  is  strong  opposition  ? 

Mr.  Douglas.  I  think  there  is  some  opposition  to  them. 

Mr.  Douglas.  I  think  that  is  correct. 

Senator  Smith  of  Michigan.  As  a  matter  of  fact? 

Mr.  Douglas.  Pardon  me  one  minute,  Senator.  I  do  not  want  my 
answer  to  carry  with  it  the  suggestion  that  the  people  universally 
or  generally  are  opposed  to  the  bankers.  I  do  not  know  whether  they 
are  or  not. 

Senator  Smith  of  Michigan.  As  a  matter  of  fact,  the  present  Gov- 
ernment down  there  w^as  elected  by  about  15  per  cent  of  the  total 
vote,  more  or  less,  was  it  not? 

Mr.  Douglas.  I  do  not  know. 

Senator  Smith  of  Michigan.  And  could  only  be  elected  by  the 
presence  of  marines  there?     Are  you  willing  to  admit  that? 

Mr.  Douglas.  I  do  not  know.  I  have  no  reason  to  believe  that  is 
true. 

Senator  O'Gorman.  Have  you  any  impression  on  that  subject? 

Mr.  Douglas.  My  impression  is  that  it  is  not  correct.  1  do  not 
know. 
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Senator  Smith  of  Michigan.  Has  the  present  treaty  with  Nica- 
ragua been  ratified  by  the  Assembly  of  Nicaragua  ? 

Mr.  Douglas.  The  treaty  that  was  drafted  last  summer  was  rati- 
fied by  the  assembly. 

Senator  Smith  of  Michigan.  This  treaty  we  are  now  considering, 
has  that  been  ratified  by  the  assembly  ? 

Mr.  Douglas.  I  say  that  the  draft  of  the  treaty  which  was  sub- 
mitted by  Mr.  Bryan  informally  tp  this  committee  was  ratified  by 
the  Congress  of  Nicaragua  last  summer.  I  have  a  draft  of  that 
treaty  and  I  have  a  draft  of  the  one  we  now  submit,  and  it  does  not 
differ  very  essentially  from  the  other.  I  can  give  you  both  of  them. 
And  I  have  one  here  that  was  submitted  before.  It  shows  the  source 
of  each  and  every  provision  in  the  treaty,  gives  what  part  came  from 
the  old  Knox  treaty. 

Senator  Smith  of  Michigan.  We  have  that. 

Mr.  Douglas.  That  is  not  in  this  paper. 

Senator  Smith  of  Michigan.  I  understand.  I  do  not  think  this 
treaty  has  been  ratified  by  the  assembly. 

Mr.  Douglas.  I  think  not. 

Senator  Williams.  Has  it  been  submitted  ? 

Senator  Smith  of  Michigan.  No ;  I  do  not  think  any  assembly  has 
been  chosen  yet.     The  other  was  dissolved  ? 

Mr.  Douglas.  No,  sir;  it  is  not. 

Senator  Smith  of  Michigan.  By  President  Diaz  ? 

Mr.  Douglas.  No,  sir;  they  adjourned  subject  to  call.  He  in- 
formed us  he  would  call  the  Congress  together  in  special  session 
whenever  the  Senate  of  the  United  States  passed  on  this  treat}^  Ho. 
did  not  think  it  worth  while  submitting  any  more  treaties  to  the 
Congress  of  Nicaragua  until  he  could  see  what  the  United  States 
proposed. 

Senator  Smith  of  Michigan.  Do  you  know  whether  the  difference  ' 
between  Jarvis  &  Co.  and  Brown  Bros,  was  composed  by  the  under-  vjr 
standing  that  Jarvis  &  Co.  should  continue  to  operate  without  oppo- 
sition in  Santo  Domingo  and  Brown  Bros,  in  Nicaragua  ? 

Mr.  Douglas.  I  will  answer  that  question  in  this  way.  In  the  first 
place,  I  never  knew  or  heard  heretofore  the  suggestion  of  any  differ- 
ence between  them;  hence  I  therefore  never  heard  of  any  suggested 
division  of  territory  between  them.     It  is  all  news  to  me,  absolutely. 

Secretary  Bryan.  And  if  you  will  allow  me  to  say — you  speak  of 
an  agreement — allow  me  to  say  that  if  there  was  any  such  an  agree- 
ment it  must  have  been  between  Brown  Bros,  and  Jarvis  themselves, 
because  I  have  never  heard  of  any  such. 

Senator  Smith  of  Michigan.  I  do  not  suppose  you  have,  Mr.  Sec- 
retary.    I  would  not  make  any  such  suggestion. 

Secretary  Bryan.  And  I  never  heard  of  Brown  Bros,  being  inter- 
ested in  Santo  Domingo. 

Senator  Pomerene.  Jarvis  &  Co.  were  interested  in  Santo  Do- 
mingo ? 

Senator  Smith  of  Michigan.  They  are  running  the  banks  and  are^^ 
substantially  in  control  of  the  customhouses,  as  Brown  Bros,  are  in  j 
control  of  the  customhouses  of  Nicaragua.  Do  you  not  know  that  the  Aj 
minister  at  Managua  advised  the  State  Department  that  the  national  [/ 
railroads  of  Nicaragua  were  worth  more  than  $4,000,000?  11, 
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Mr.  Douglas.  I  do  not  know  what  he  advised  the  State  Depart- 
ment. I  know  that  Mr.  Bryan  stated,  not  once  but  several  times, 
that  he  wa&  under  the  impression  that  a  vahiation  of  $2,000,000  was 
too  low  for  the  railroads.  And  he  did  everything  in  his  power,  in 
my  judgment,  to  prevent  Brown  Bros,  availing  themselves  of  this 
offer. 

Senator  Smith  of  Michigan.  As  counsel  for  Nicaragua,  you  advised 
that  the  contract  for  the  sale  of  §1  per  cent  of  the  stock  of  the  na- 
tional railroad  be  complied  with? 

Mr.  Douglas.  I  do  not  understand  the  question. 

Senator  Smith  of  Michigan.  You  recommended  that  the  contract 
between  the  Government  of  Nicaragua  and  Brown  Bros,  for  the  sale 
of  51  per  cent  of  the  stock  of  the  national  railroad  be  complied  with ; 
that  it  was  a  binding  obligation  upon  Nicaragua  ? 

Mr.  Douglas.  I  so  expressed  myself. 

Senator  Smith  of  Michigan.  And  did  j^ou  have  anything  to  do 
with  the  loan  of  the  $1,000,000  upon  the  other  49  per  cent  of  the 
stock? 

Mr.  Douglas.  I  helped  Mr.  Cuadra.  I  think  I  helped  him  sub- 
stantially to  get  that  loan. 

Senator  Smith  of  Michigan.  You  did  not  know  as  to  the  actual 
value  of  the  railroad  at  that  time? 

Mr.  Douglas.  No,  sir;  I  have  never  been  in  Nicaragua.  I  will 
state  this  much,  that  Gen.  Chamorro,  the  minister  here,  and  Mr. 
Cuadra,  both  stated  that  they  thought  that  51  per  cent  of  the  rail- 
road was  worth  more  than  $1,000,000,  and  they  conferred  back  and 
forth  by  cable  with  President  Diaz,  and  President  Diaz  stated  what 
he  thought  the  railroad  Avas  worth — something  more  than  that — that, 
everything  considered,  it  would  be  better  for  the  railroad  and  better 
for  Nicaragua  for  the  railroad  to  sell  the  bankers  51  per  cent.  You 
will  find  telegrams  on  file  in  the  State  Department,  no  doubt,  to  that 
effecti 

Secretary  Bryan.  That  may  be.    Both  approved  of  the  sale. 

Mr.  Douglas.  Both  approved  absolutely,  and  so  did  the  President 
of  Nicaragua. 

Senator  Smith  of  Michigan.  I  believe  you  stated  day  before  yester- 
day that  the  present  President  of  Nicaragua  was  a  secretary  of  an 
American  company  operating  in  Nicaragua  at  the  time  he  was  made 
Vice  President? 

Mr.  Douglas.  Senator,  some  one  asked  me  that  question. 

Senator  Smith  of  Michigan.  I  asked  the  question. 

Mr.  Douglas.  But  as  I  never  saw  Mr.  Diaz  in  my  life  I  could  have 
had  no  knowledge  whatever  as  to  what  had  been  his  previous  occu- 
pation. I  told  you  I  had  heard  so,  in  response  to  a  question  frcmi  you 
whether  I  had  heard  it. 

Senator  Smith  of  Michigan.  As  a  matter  of  fact,  he  was  a  book- 
keeper in  this  Pittsburgh  company? 

Mr.  Doi^GLAS.  Yes;  but  I  know  nothing  about  it. 

Senator  O'Gokman.  What  is  the  Pittburgli  compiiny? 

Senator  Smith  of  Michigan.  It  is  a  corporation  <)i)erating  mining 
property  in  Nicaragua,  and  he  was  a  l)ookkeeper  or  secretary  at  a 
sahiry  of  $1,000  a  year  when  he  was  made  Vice  President. 

The  Chairman;  Do  you  know  who  constituted  that  concern? 
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Senator  Smith  of  Michigan.  No ;  but  I  know  some  of  the  men,  but 
I  prefer  to  get  them  all.  I  am  going  to  have  them  all.  Do  you  know 
the  part  that  the  American  minister  took  in  the  selection  of  Mr.  Diaz 
as  President? 

Mr.  Douglas.  No,  sir;  absolutely  nothing. 

Senator  Smith  of  Michigan.  Have  you  ever  heard  that  the  Amer- 
ican minister  participated  in  a  council  of  state  down  there  at  the  time 
of  the  selection  of  a  president  to  take  the  place  of  Estrada  ? 

Mr.  Douglas.  No,  sir. 

Senator  Smith  of  Michigan.  And  that  after  the  assembly  had  de-^r 
eided  to  vest  this  power  in  one  of  their  own  citizens,  the  American  | 
minister  said,  "  That  will  not  be  acceptable ;  no  one  will  be  acceptable j 
to  the  American  Government  but  Adolphus  Diaz.''     Did  you  even 
hear  of  that?  <^ 

Mr.  Douglas.  No,  sir;  I  never  heard  it  suggested  before. 

Senator  Williams.  Who  was  the  American  minister  then? 

Senator  Smith  of  Michigan.  Mr.  Weitzel. 

Secretary  Bryan.  What  year  was  that.  Senator? 

Senator  Smith  of  Michigan.  It  antedated  your  incumbency.  You 
never  knew  about  that  at  all? 

Mr.  Douglas.  Nothing;  absolutely. 

Senator  Hitchcock.  Was  Diaz  elected  President,  or  did  he  succeed 
to  the  presidency  because  he  was  Vice  President  ? 

Senator  Smith  of  Michigan.  Under  the  constitution  of  Nicara^ua^ 
whenever  a  president  desires  to  absent  himself  from  his  post  or  lay 
down  his  office,  he  may,  under  a  clause  of  the  constitution,  designate 
some  one  to  take  his  place,  and  that  some  one  holds  his  place  until  the 
council  of  state  meets  and  selects  his  successor,  if  his  absence  is  con- 
tinued. Diaz  was  Vice  President  and  was  so  designated  by  Estrada 
at  the  time  of  the  landing  of  our  marines  in  Nicaragua. 

Senator  Hitchcock.  When  was  that  ? 

Mr.  Douglas.  That  was  in  President  Taft's  administration. 

Senator  Hitchcock.  Has  he  no  other  title  than  that? 

Senator  Smith  of  Michigan.  Than  what? 

Senator  Hitchcock.  Than  being  designated. 

Senator  Smith  of  Michigan.  He  has  title  because  he  was  after- 
wards elected  by  a  little  over  10  per  cent  of  the  vote  down  there  while 
our  marines  occupied  the  palace  at  Managua  and  our  naval  vessels 
were  in  several  ports  of  that  country. 

Senator  Smith  of  Arizona.  What  proportion  of  that  vote  was  cast 
at  the  presidential  election  ? 

Senator  Smith  of  Michigan.  A  small  part  of  the  nonliberal  party 
vote. 

Senator  Hitchcock.  Was  it  a  regularly  called  election? 

Senator  Smith  of  Michigan.  It  was  not.  It  anticipated  the  legal 
election  by  quite  a  number  of  months ;  therefore,  whs  held  to  be  un- 
constitutional by  quite  a  good  many  people. 

Senator  Pomerene.  Do  you  claim  it  was  unconstitutional? 

Senator  Smith  of  Michigan.  It  has  been  so  stated.  I  want  to  take 
this  up  later,  when  we  get  through  with  Mr.  Douglas. 

Senator  Pomerene.  All  right. 

Senator  Smith  of  Michigan.  The  National  Railway  of  Nicaragua 
runs  about  125  miles  from  Corinto  to  Managua? 
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Mr.  Douglas.  It  runs  from  Corinto  to  Managua,  then  to  Granada 
on  the  lake. 

Senator  Smith  of  Michigan.  That  railroad  was  the  most  valuable 
asset  the  Xicaraguan  Government  had  at  the  time  of  the  sale,  was 
it  not? 

Mr.  Douglas.  I  could  not  answer  that  question,  Senator.  It  was 
not  very  valuable  the  way  it  was  being  operated. 

Senator  Williams.  It  was  being  operated  at  a  loss  at  the  time, 
was  it  not  ? 

Mr.  Douglas.  Before  the  bankers  took  hold  of  it  it  was  a  railroad 
mere  in  name  than  in  fact. 

Senator  Smith  of  Michigan.  Who  decided  that  $3,000,000  was  the 
proper  consideration  to  be  paid  for  these  treaty  rights  ? 

Mr.  Douglas.  As  that  antedated  my  connection  with  Nicaragua 
about  three  or  four  years,  and  happened  during  the  incumbency  of 
Secretary  Knox  and  Avhile  Castrillo  was  minister,  I  naturally  would 
not  know  anything  about  it.  We  found  that  in  the  proposed  treaty 
when  I  came  on  the  scene. 

Senator  O'Gorman.  You  never  heard  how  that  figure  was  tenta- 
tively reached? 

Mr.  Douglas.  Not  at  all,  Senator. 
;  /'     Senator  Smith  of  Michigan.  Have  not  the  Governments  of  Hon- 
I  /  duras  and  Salvador  contended  that  Nicaragua,  without  their  consent, 
(^  has  not  the  power  to  grant  a  naval  base  in  the  Bay  of  Fonseca? 

Mr.  Douglas.  I  have  seen  such  statements  in  the  newspapers. 

Senator  Smith  of  Michigan.  That  came  to  your  notice  ? 

Mr.  Douglas.  That  is  all. 

Secretary  Bryan.  That  was  only  from  Salvador,  not  Honduras. 

Senator  O'Gorman.  Have  you  ever  looked  into  the  merits  of  their 
claim  and  advised  Nicaragua  in  relation  thereto  ? 

Mr.  Douglas.  No,  sir ;  I  understood  the  matter  was  referred  to  the 
State  Department  to  Mr.  Moore,  and  Mr.  Moore  passed  upon  it  and 
advised  the  State  Department  with  reference  to  it.  My  information, 
Senators,  is  that  the  portion  of  the  Gulf  of  Managua  that  lies  south, 
and  therefore  contiguously  to  the  coast  of  Nicaragua,  by  agreement 
of  the  three  countries  belongs  to  Nicaragua. 

Senator  Smith  of  Michigan.  Is  it  not  intended  to  use  a  portion  of 
the  $3,000,000  contemplated  to  be  paid  under  this  convention  to  build 
a  railroad  from  Managua  to  some  point  cm  the  Caribbean  Sea? 

Mr.  Douglas.  I  never  heard  the  thought  expressed  before. 

Senator  Smith  of  Michigan.  Have  you  never  heard  of  a  conces- 
sion to  build  such  a  railroad  to  any  private  parties  or  company? 

Mr.  Douglas.  The  only  concession  I  have  any  recollection  of  now 
is  one  that  really  belongs  to  the  present  railroad  itself.  I  think  it 
has  a  right  to  build  a  railroad  across  to  the  Atlantic  coast  somewhere 
near  the  mouth  of  the  San  Juan  River.  I  do  not  recall  any  other 
concession  now.  It  would  be  interesting  to  state  in  this  connection  to 
the  committee  about  the  concession  from  San  Juan  del  Norte  to  San 
Juan  del  Sur  on  the  Pacific  coast,  a  distance  of  about  14  or  15  miles, 
the  nearest  point  from  the  great  lake  of  Nicaragua  to  the  Pacific 
coast.  There  is  an  outstanding  concession  to  build  that  railroad, 
which  would  connect  the  present  railroad  with  it  at  (iranada. 

Senator  Smith  of  Michigan.  Is  that  concession  under  Brown 
Bros.? 
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Mr.  Douglas.  No,  sir ;  the  present  railroad,  49  per  cent  of  which  is 
owned  by  the  Government,  asked  for  that  concession  and  we  found 
there  was  one  outstanding  concession  to  three  individuals. 

Senator  Smith  of  Michigan.  Who  are  they ;  do  you  know  ? 

Mr.  Douglas.  I  do  not  remember  their  names,  but  their  names  can 
be  furnished  by  Mr.  Cuadra.  The  Government  could  not  grant  that 
concession  to  Brown  Bros,  or  to  the  railroad  until  outstanding  con- 
cessions were  disposed  of  in  some  way.     They  are  not  yet  disposed  of. 

Senator  Smith  of  Michigan.  Did  not  the  Knox-Castrillo  treaty 
provide  for  that  concession  ? 

Mr.  Douglas.  I  do  not  remember,  Senator.  I  should  have  to  look 
at  it  to  see. 

Senator  Smith  of  Michigan.  In  your  opinion,  could  the  treaty  in 
its  present  form  be  passed  by  the  Nicaraguan  National  Assembly 
in  case  the  United  States  marines  are  withdraw^n  before  that  takes 
place  ? 

Mr.  Douglas.  I  would  have  to  answer  that  question  in  this  way: 
I  have  never  believed,  although  my  information  may  be  entirely  in- 
accurate— I  have  never  believed  that  the  presence  of  the  marines 
there  affects,  or  would  affect,  the  ratification  of  the  treaty  any  way 
whatsoever. 

Senator  O'Gorman.  Do  you  know^  why  they  are  kept  there? 

Mr.  Douglas.  I  think  they  are  kept  there,  first,  because  they  were 
put  there,  and  then  I  think  the  present  administration  prefers  that 
they  should  remain  there,  because  they  aid  them  in  preventing  up 
risings.     To  say  that  there  are  uprisings  threatening  there  at  almost 
all  times  would  not  be  an  exaggeration. 

Senator  Smith  of  Michigan.  Uprisings  are  specially  threatening 
to  the  Diaz  government ;  is  not  that  so  ? 

Mr.  Douglas.  I  do  not  think  so.  I  took  occasion  to  inquire  since 
the  last  meeting  into  the  present  political  complexion  of  the  two 
branches  of  the  commission.  I  think  out  of  28  members  the  senate 
has  22  or  23,  osf^the  Conservative  Party — that  is  the  same  party  that 
President  Diaz^  is  a  member  of — and  about  5  or  6  of  the  Liberal 
Party ;  and  of  the  lower  house,  called  House  of  Deputies,  out  of  some 
thirty-odd — 28,  I  think — only  about  4  or  5  are  of  the  Liberal  Party, 
and  all  the  others  are  members  of  the  Conservative  Party,  to  which 
President  Diaz  belongs. 

Senator  Hitchcock.  When  were  they  elected,  Judge? 

Mr.  DoL'GLAS.  The  last  two  years,  perhaps. 

The  Chairman.  At  the  same  time  as  Diaz  ? 

Senator  Smith  of  Michigan.  Yes,  sir. 

Mr.  Douglas.  I  think  so.  There  have  been  some  elections  since, 
I  think,  to  fill  vacancies. 

Senator  Po:merene.  How  do  you  account  for  the  small  vote  of  10 
per  cent? 

Senator  Williams.  That  is  true  in  all  those  countries. 

Mr.  Douglas.  I  have  no  idea.  In  fact,  I  did  not  know  that  was 
correct.  I  do  know  that  President  Diaz  succeeded  Estrada — I  mean 
he  practically  succeeded  him — and  I  know  the  party  that  drove 
Salida  out  of  Nicaragua  is  the  party  in  power  there  now,  and  I 
think  it  is  no  exaggeration  to  say  that  no  ruler  has  ever  ruled  in  that 
country  who  was  more  of  a  fiend  incarnate  than  was  Salida,  and  I 
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can  not  imagine  therefore  why  the  people  of  Nicaragua  would  not  be 
standing  as  a  man  behind  President  Diaz,  because  he  represents  the 
very  opposite. 

Senator  Smith  of  Michigan.  Why  not  let  the  marines  go  away? 

Mr.  Douglas.  I  am  asking,  as  counsel  for  Nicaragua,  that  the 
marines  be  kept  there. 

Senator  Smith  of  Michigan.  You  said  this  morning  there  were 
about  100  marines? 

Mr.  Douglas.  That  is  my  information. 

Senator  S^mith  of  Michigan.  As  a  matter  of  fact,  there  were  2,000, 
were  there  not.  at  the  time  of  landing  and  for  upwards  of  two  years, 
and  they  occupied  the  palace,  did  they  not  ?  "^         — ^ 

Mr.  Douglas.  They  may  have,  Senator.  I  will  state  frankly  to 
the  committee  that  I  never  studied  the  history  in  detail  of  the  land- 
ing of  the  marines  there.  I  took  Nicaraguan  conditions  as  I  found 
them,  of  course  going  into  historical  matters  in  so  far  as  I  thought 
they  would  throw  light  on  the  proper  discharge  of  my  duties ;  but  I 
am  mixed  in  the  political  affairs  of  Nicaragua ;  I  have  not  the  slight- 
est interest  in  who  is  or  who  is  not  President.  I  do  not  care  anything 
about  it  at  all. 

Senator  Pomerene.  These  marines  Avere  kept  there  at  the  instance 
of  President  Diaz,  were  they  not  ? 

Mr.  Douglas.  I  do  not  know.  Senator.  I  think  perhaps  at  one 
time  there  was  some  suggestion  about  their  removal,  and  President 
Diaz  asked  that  they  remain  there.  I  do  not  think  there  has  ever 
been  any  serious  discussion  of  it  one  way  or  the  other. 

Secretary  Bryan.  I  can  answer  that. 

Mr.  Douglas.  Yes;  I  think  the  Secretary  can  tell  more  about  it 
than  I  can. 

Secretary  Bryan.  I  can  not  give  the  exact  number.  My  recollec- 
tion is  there  are  80.  I  can  find  out  what  the  number  is,  and  the  Gov- 
ernment has  expressed  a  desire  to  have  them  remain  there. 

Senator  O'Gorman.  Did  we  have  as  many  as  2,000  there  at  one 
time,  Mr.  Secretary? 

Secretary  Bryan.  That  I  can  not  say ;  but  if  so  that  was  some  time 
ago.  We  have  not  had  any  change  in  the  numbers  since  I  have  been 
connected  with  the  office. 

Senator  Smith  of  Michigan.  That  was  about  the  time  of  the  elec- 
tion.    I  think  that  is  all  I  care  to  ask  about. 

Mr.  Douglas.  I  will  be  here  subject  to  the  call  of  the  committee 
if  anything  occurs  in  the  future. 

Senator  Williams.  Is  it  not  true  that  all  these  countries,  with 
probably  the  exception  of  Costa  Rica,  that  there  are  about  15  to 
25  per  cent  of  the  people  who  are  politicos^that  is,  people  who  en- 
gage in  politics,  and  the  balance  do  not  do  anything,  and  these 
politicos  always  fight  it  out  between  themselves  as  to  who  shall  have 
the  government  ? 

Mr.  Douglas.  That  would  be  my  impression. 

Senator  Williams.  That  is  about  my  understanding  of  the  situa- 
tion down  there.  The  other  people  go  quietly  about  their  business, 
even  when  one  crowd  comes  into  town  to  turn  the  other  crowd  out; 
Ahey  simply  shut  up  shop  and  come  back  again  the  next  morning. 

Mr.  Douglas.  I  should  like  to  make  this  general  slatemont  to  the 
committee.    When  your  testimony  shall  all  be  in  1  should  like  to  have 
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the  privilege  then  of  stating  in  a  consecutive  way  the  real  reasons 
why  we  feel  this  treaty  ought  to  be  ratified,  because  it  is  impossible 
to  state  any  view  with  so  much  information  asked  for,  and  very  per- 
tinent information,  but  when  this  evidence  shall  be  in  I  trust  I  shall 
be  permitted  to  make  a  general  statement  of  the  reasons  why  I  am 
here  to  urge  the  ratification  of  this  treaty. 

Senator  O'Gorman.  Could  you  not  state  that  briefly? 

Mr.  Douglas.  Yes,  sir. 

Senator  O'Gorman.  I  think  that  was  the  suggestion  of  Senator 
Saulsbury  at  the  last  session. 

Mr.  Douglas.  But  I  want  to  state  this  much  in  reference  to  the 
Piatt  amendment  now,  so  that  there  may  be  no  misunderstanding 
about  it.  While  Nicaragua  wants  it,  and  in  my  judgment  needs  it; 
while  we  believe  it  is  best  for  both  Governments  that  it  should  be 
there  in  some  form  of  convention,  expressed  in  some  words  which 
will  really  give  the  power  to  the  United  States  to  preserve  order  in 
Nicaragua,  I  am  authorized  by  President  Diaz  to  say,  and  by  the 
minister  here,  that  Nicaragua  is  not  in  the  position  of  urging  or 
begging  or  entreating  the  IJnited  States  to  take  that  power  and  re- 
sponsibility upon  herself.  If  she  does  not  want  it,  why  Nicaragua 
has  nothing  to  do  but  to  say,  "  Strike  it  out."  But  I  am  authorized 
to  say  that  Nicaragua  will  not  be  put  in  the  position  of  urging  the 
United  States  to  take  upon  herself  the  responsibility  of  the  Piatt 
amendment.  She  thinks  it  is  infinitely  better  for  Nicaragua  if  it  is 
put  in;  also,  so  far  as  Nicaragua  has  a  right  to  express  any  view 
about  it,  she  thinks  it  better  for  the  relations  of  the  two  countries; 
but  Nicaragua  does  not  insist  upon  it,  does  not  urge  it,  but  is  per- 
fectly willing  it  be  stricken  from  the  treaty.  And  I  think  with  it 
would  go  the  two  deciding  articles. 

Senator  Pomebene.  Would  this  Piatt  amendment  in  anywise  con- 
flict with  existing  relations  between  Nicaragua  and  any  of  her  neigh- 
boring Republics? 

Mr.  Douglas.  I  do  not  so  construe  it,  Senator.  I  do  not  so  under- 
stand it. 

Secretary  Bryan.  And  we  have  no  objection  to  anything  being 
put  in  that  will  save  that,  if  you  desire. 

Mr.  Douglas.  Yes;  we  are  perfectly  willing  to  do  that.  For  in- 
stance, if  this  question  of  the  union  of  Central  American  countries 
shall  hereafter  arise  and  Nicaragua  wants  to  do  so,  we  are  willing 
to  put  a  clause  in  the  treaty  reserving  to  Nicaragua  the  right  to  do 
so,  which  automatically  shall  relieve  it  from  responsibility  for  the 
Piatt  amendment. 

The  Chairman.  Do  you  desire  to  make  a  statement  to  the  com- 
mittee at  any  time,  Mr.  Secretary,  on  this  subject? 

Secretary  Bryan.  Mr.  Chamorro  and  Mr.  Cuadra  will  be  here  and 
others. 

Senator  O'Gorman.  When? 

The  Chairman.  We  will  fix  that  date. 

Secretary  Bryan.  I  should  like  to  add  one  thing  here  in  order 
that  the  day's  record  may  be  correct.  Senator  Smith  made  some 
remark  in  regard  to  Jarvis's  bank  having  control  of  matters  in  Santo 
Domingo.  He  has  been  misinformed.  The  Jarvis  bank  has  the 
deposit  of  the  funds  collected  by  the  receiver.    The  Jarvis  bank  has 
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loaned  the  Government  a  considerable  sum  of  money,  but  the  Jarvis 
bank  has  nothing  whatever  to  do  with  the  collection  of  the  customs. 

Senator  Smith  of  Michigan.  They  hold  them  in  their  bank? 

Secretary  Bryan.  They  simply  hold  them  when  deposited,  but  have 
absolutely  nothing  to  do  with  their  collection. 

Senator  Smith  of  Michigan.  Who  collects  them? 

Secretary  Bryan.  The  receiver  under  the  War  Department,  Mr. 
Vick. 

Senator  O'Gorman.  He  deposits  them  at  this  Jarvis  bank? 

Secretary  Bryan.  The  depository. 

Senator  Hitchcock.  He  could  deposit  them  anywhere? 

Secretary  Bryan.  He  could  deposit  them  anywhere.  In  fact,  there 
is  discussion  now  as  to  the  propriety  of  making  a  change  in  the 
depository. 

Senator  O'Gorman.  There  are  other  American  bankers? 

Secretary  Bryan.  No;  this  is  the  only — well,  this  is  not  what  you 
might  call  an  American  bank.  Mr.  Jarvis  holds  about  40  per  cent, 
and  other  Americans,  I  think,  own  enough  to  make  a  majority.  The 
French  own,  I  think,  40  per  cent,  and  then  there  are  other  foreigners, 
I  believe.  It  is  not  fair  to  call  it  an  American  bank,  because  it  is  a 
bank  chartered  by  Santo  Domingo. 

Senator  O'Gorman.  Under  American  influence? 

Secretary  Bryan.  Largely  controlled,  and  the  Jarvis  interests  con- 
trol the  bank,  but  they  have  nothing  to  do  with  the  customs,  and  they 
simply  take  the  money  that  is  deposited,  and  they  have  loaned  the 
Government  of  Santo  Domingo. 

Senator  Williams.  It  is  just  a  depository  of  the  receiver? 

Senator  Smith  of  Michigan.  How  much  have  they  loaned  to  the 
Government  ? 

Secretary  Bryan.  The  present  loan  is  about  $500,000. 

The  Chairman.  Is  that  all  you  care  to  state? 

Secretary  Bryan.  That  is  all  on  that  particular  point.  I  just  wish 
to  say  in  regard  to  the  Piatt  amendment  that  the  President  believes 
that  the  incorporation  of  the  Piatt  amendment  will  be  advantageous 
to  Nicaragua  and  will  not  be  harmful  to  the  United  States,  and  he  is 
perfectly  willing  that  this  shall  be  incorporated.  In  fact  he  thinks 
that  it  will  give  stability  there,  and  that  without  incurring  any  dan- 
ger or  putting  us  to  any  considerable  expense  it  will  be  of  value  to 
them  in  preventing  revolution.  It  is  not  intended  to  keep  this  Gov- 
ernment in  power  or  any  government  in  power.  It  provides  for  the 
supervising  of  elections,  if  necessary;  not  that  we  must  do  it,  but 
that  we  may  do  it.  And  the  only  time  the  Piatt  amendment  in  Cuba 
has  been  used  since  we  withdrew  was  in  the  supervising  of  an  elec- 
tion, and  that  is  the  trouble  in  all  of  those  countries.  A  man  gets  in 
and  then  he  holds  himself  in  or  his  party  in  by  the  domination  of 
elections,  and  this  clause  about  free  elections  we  regard  as  quite 
important. 

But  if  the  committee  is  opposed  to  the  Piatt  amendment  the 
President  is  in  favor  of  the  treaty  anyhow.  If  the  committee  thinks 
that  this  Government  ought  not  to  assume  that  position  or  take  up(m 
itself  that  responsibility — if  the  (lovernment  tliinks  it  ouglit  not  to 
do  in  Nicaragua  what  it  is  doing  so  successfully  and  so  l)eneficially 
in  Cuba — then  the  President  is  in  favor  of  this  treaty  anyhow, because 
he  believes  that  it  is  worth  while  to  ])urchase  the  canal  route,  the 
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option  on  it,  and  the  Fonseca  Bay  site;  but  he  would  be  perfectly 
willing,  and  believes  it  wise  to  go  to  the  extent  of  the  treaty  and 
include  this  provision  that  restricts  them  as  to  the  loans  that  they  can  ^ 
make,  and  b}^  giving  a  stability  to  their  Government  to  enable  them  to  I 
borrow  money  on  better  terms.    This  $3,000,000  would  pay  off  that  I 
much  of  this  $5,000,000  mentioned  as  pressing,  and  the  Piatt  amend-  ] 
ment  would  then  enable  them  to  get  whatever  more  they  need  on 
better  terms,  because  it  gives  standing  and  credit. 

Senator  Williams.  Do  you  not  think  the  very  worst  day's  work 
we  could  do  for  those  people  would  be  to  lend  them  an  additional 
credit  ? 

Secretary  Bryan.  Not  if  we  restrict  it,  Senator  Williams.  We 
have  this  restriction  in  there,  which  while  we  extend  their  credit 
we  make  it  impossible 

Senator  Williams.  Fix  them  so  they  will  have  to  proceed  upon  a 
cash  basis.  Every  little  revolutionary  government  that  gets  in 
borrows  more  money  and  mortgages  the  property  of  the  Government. 

Senator  O'Gorman.  Do  you  not  think  this  new^  relation  will  put  an 
end  to  revolutions  in  this  country? 

Senator  AVilliams.  No;  I  should  think  it  would  stir  up  one  big 
revolution  to  start  with  if  there  is  any  manhood  in  Nicaragua.  They 
would  simply  say,  "  Here  is  a  Government  that  has  given  away  the 
sovereignty  of  her  country,  and  has  made  a  foreign  country  an  elec- 
tion commission  for  us,  and  given  it  the  right  to  intervene  whenever 
it  pleases.  Let  us  see  if  we  can  not  overthrow  it."  After  that  one  , 
revolution — after  we  had  killed  off  the  revolutionists — there  would 
not  be  any  more.  j^mr— 

Senator  O'Gorman.  You  did  have  twice  at  Warsaw. 

Senator  Hitchcock.  What  will  happen,  supposing  this  treaty 
fails? 

Secretary  Bryan.  I  am  not  in  position,  of  course,  to  make  a  pre- 
diction, but  I  know  that  for  months  we  have  been  urged  most  insist- 
ently to  bring  this  treaty  before  the  Senate,  and  we  have  only  delayed 
because  of  matters  of  domestic  importance  that  prevented  consid- 
eration. That  was  the  reason  why  it  was  withdrawn  at  the  time  it 
was.  It  was  not  that  the  President  changed  his  views  on  the  sub- 
ject, but  he  saw  it  was  impossible  to  consider  it  without  interfering 
with  things  that  were  of  domestic  importance;  but  the  Nicaraguan 
people  feel  that  if  they  do  not  get  this  that  they  are  going  to  be  in 
a  very  serious  position.  What  the  outcome  might  be  I  would  not 
be  able  to  predict.     I  do  not  suppose  anyone  could. 

Senator  Hitchcock.  This  mortgage  on  the  railroad  and  on  the 
bank  would  be  foreclosed? 

Secretary  Bryan.  Unless  they  could  borrow  money  somewhere  toV  v  ^ 
prevent  it,  or  extend  the  time  of  this  loan.    And  the  foreign  nations  \\) 
are  pressing.    I  have  urged  in  one  case  that  they  do  not  press  their  J  f 
foreign  claims,  telling  them  that  we  expected  to  present  this  treaty  ' 
and  that  out  of  this  fund  there  would  be  enough  money  to  pay  these 
foreign  claims. 

Senator  Smith  of  Michigan.  How  do  you  know  it  would  go  to 
them?  It  goes  to  Cuadra  and  he  is  permitted  to  do  what  he  pleases 
with  it.  Supposing  Congress  should  determine  the  Italian  claim,  and 
the  German  claim,  and  the  English  claim  should  be  paid  by  this  Gov- 
ernment direct  to  those  people  ? 
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Secretary  Bryan.  I  would  not  object,  but  I  want  to  remind  you 
that  when  we  brought  this  treaty  in  here  before  we  provided  that  this 
money  should  be  paid  out  upon  the  joint  authorization  of  these  two 
countries,  and  objection  was  made  to  it. 

Senator  Smith  of  Michigan.  By  whom  ? 

Secretary  Bryan.  And  we  struck  that  out.  I  am  not  sure  who  made 
that  objection.    We  struck  that  out. 

Senator  Williams.  There  were  objections  made.  But  they  were  on 
different  grounds.  I  objected  to  that  myself  because  that  involved 
us  just  like  the  Piatt  amendment  would  to  a  certain  extent.  But  a 
direct  provision  in  the  treaty  that  so  much  of  this  should  be  paid  on 
certain  claims,  and  that  the  United  States  should  pay  it,  that  would 
not  be  a  question  of  our 

Secretary  Bryan.  We  have  no  objection  whatever  to  any  proposi- 
tion put  in  here  that  will  compel  the  use  that  this  Government  wants 
made  of  it,  because  if  such  provisions  are  put  in  and  the  other  people 
are  not  willing  to  have  it  paid  as  we  want  it  paid,  it  is  not  necessary 
for  them  to  accept  it,  and  the  trade  can  fall  through. 

Senator  Williams.  Of  course. 

Secretary  Bryan.  I  have  tried  to  make  some  of  these  qualifications, 
and  had  to  strike  them  out  because  of  objections. 

Senator  AVilliams.  You  misunderstood  the  previous  objection. 
The  previous  objection  was  on  account  of  complications. 

Secretary  Bryan.  There  was  one  matter  of  education  in  there.  I 
was  anxious  that  a  part  of  this  fund  should  go  to  education,  but  I 
found  the  needs  were  so  pressing,  that  the  debts  here  were  so  urgent 
that  I  had  to  give  up  my  preference  for  a  fund  to  establish  educa- 
tional institutions  and  leave  that  to  come  after  they  are  in  better 
shape. 

The  Chairman.  Whom  will  you  ask  to  come  next  ? 

Senator  Hitchcock.  Mr.  Cuadra. 

Senator  O'Gorman.  My  motion  was  that  the  two  representatives 
of  Nicaragua  be  invited  to  come  before  us,  together  with  an  inter- 
preter, at  our  next  meeting. 

Secretary  Bryan.  To-morrow  morning  is  Cabinet  meeting.  I 
should  like  to  be  here. 

Mr.  Doi  GLAs.  I  do  not  know  whether  it  will  make  any  difference, 
but  it  will  be  impossible  for  me  to  be  here  Tuesday  or  Wednesday 
morning. 

Secretary  Bryan.  I  can  come  Wednesday  morning. 

Senator  Hitchcock.  Why  not  make  it  at  our  regular  meeting,  on 
Wednesday  ? 

Senator  O'Gorman.  Our  purpose  in  having  these  two  representa- 
tives of  the  Nicaraguan  Government  come  before  us  is  to  give  us  in- 
formation they  possess.  T  do  not  know  that  it  is  necessary  for  either 
Secretary  Bryan  or  Judge  Douglas  to  be  present. 

Mr.  r)orc;i^s.  I  do  not  think  so.  T  would  i-ather  they  should 
come  alone. 

Secretary  J^hyan.  I  do  not  mean  that  it  is  necessary  for  me  to  be 
here,  but  I  am  interested  in  all  that  is  going  on. 

Senator  Williams.  As  to  that,  you  can  come  back  Wednesday. 
They  can  come  to-morrow  morning. 

The  Chahjman.  I  will  invite  them  to  come  to-morrow  morning 
at  10  oVlock.     I  want  to  ask  you.  Judge  Douglas,  shall  I  ask  in  my 
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letter  that  they  shall  make  a  concise  and  detailed  statement  of  the 
indebtedness  of  Nicaragua,  with  some  information  showing  what 
each  is  based  upon  ? 

Senator  O'Gorman.  If  you  will  allow  me  to  suggest,  Mr.  Chair- 
man, that  Judge  Douglas  might  convey  the  hint  to  them  as  w^ell  as  the 
invitation  to  come,  to  prepare  to-day  and  have  ready  to  leave  here 
to-morrow  morning  a  written  statement  covering  the  financial  situa- 
tion in  Nicaragua,  which  they  will  supplement  with  such  questions 
and  answers  as  may  be  elicited  here. 

The  Chairman.  I  had  in  my  mind  those  should  be  written. 

Senator  Pomerene.  Judge  Douglas,  I  should  like  to  know  in  that 
connection  what  the  Nicaraguan  Government  in  fact  realized  out  of 
that  Echelburger  loan? 

Mr.  Douglas.  Yes. 

Senator  Williams.  Ask  that  from  Brown  Bros.  &  Seligman. 

The  Chairman.  I  will  send  a  note  inviting  these  gentlemen  to 
appear. 

Thereupon,  at  12  o'clock  m.  the  committee  adjourned  until  to- 
morrow, Tuesday,  June  23,  1914,  at  10  o'clock  a.  m. 
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TUESDAY,  JUNE  23,   1914. 

Committee  on  Foreign  Relations, 

United  States  Senate, 

Washington^  D.  G. 
The  committee  met  at  10  o'clock  a.  m.  pursuant  to  adjournment. 
Present:  Senators  Stone  (chairman),  Shively,  Hitchcock,  O'Gor- 
man,  Willaims,  Pomerene,  Smith  of  Arizona,  Saulsbury,  Smith  of 
Michigan,  and  Sutherland. 

The  Chairman.  The  committee  will  come  to  order.  Gen.  Cha- 
morro,  the  minister  of  Nicaragua,  is  present,  and  the  committee  will 
be  glad  to  hear  him. 

STATEMENT  OF  EMILIANO  CHAMORRO,  ENVOY  EXTRAORDINARY 
AND  MINISTER  PLENIPOTENTIARY  OF  NICARAGUA  TO  THE 
UNITED  STATES  (THROUGH  INTERPRETER  JOSE  L.  LIVING- 
STON). 

The  Chairman.  Please  state  your  name  and  official  position. 

Gen.  Chamorro.  My  name  is  Emiliano  Chamorro;  I  am  minister 
of  Nicaragua  to  the  United  States. 

The  Chairman.  Mr.  Minister,  will  you  make  any  statement  you 
desire  to  the  committee? 

Gen.  Chamorro.  I  have  brought  a  statement  here  in  writing  re- 
ferring to  this  treaty,  and  will  be  pleased  to  answer  any  questions 
that  the  committee  may  desire  to  ask. 

The  Chairman.  The  statement  will  be  read. 

(Senator  Williams  read  the  statement,  as  follows:) 

MEMORANDUM    PRESENTED    BY   THE    MINISTER   OF    NICARAGUA    TO    THE    COMMITTEE    ON 
FOREIGN   BELATIONS   OF   THE    SENATE. 

The  fact  that  you  gentlemen  have  permitted  me  to  come  before  your  committee 
ip  an  honor  tliat  I  much  appreciate,  and  in  addition  it  .gives  me  tlie  opportunity 
to  explain  the  real  truth  about  certain  conditions  in  my  country. 

I  shall,  therefore,  take  pleasure  in  being  absolutely  frank  with  you,  for  I  am 
informed  that  tliese  sessions  are  private,  and  tliis  fact  enables  me  to  speak  with 
freedom.  It  is  a  matter  of  regret  that  some  of  the  things  I  tell  you  wound  my 
national  pride,  but  only  by  giving  the  truth  will  you  be  able  to  comprehend  the 
serious  situation  which  confronts  my  country. 

Through  the  medium  of  a  revolution  Gen.  Jose  Santos  Zelaya  reached  the 
Presidency  of  Nicaragua  in  1898,  after  a  period  of  30  years  of  peace,  in  which 
the  seven*^  Presidents  succeeded  themselves  peacefully  through  the  medium  of 
free  elections,  which  obtained  at  that  time  under  conditions  similar  to  those 
of  Costa  Rica  to-day. 

Gen.  Zelaya  changed  the  alternability  of  the  Presidency  and  the  freedom  of 
suffrage,  establishing  a  despotic  system,  declared  horrible  persecutions  against 
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Lis  iwlitieal  enemies,  whose  property  he  confiscated  against  all  law.  placing 
them  chained  in  the  i)enitentiary,  and  practiced  horrible  outrages  against  them. 

After  a  few  years  in  power  he  wol^e  to  a  desire  for  riches  such  as  was  never  be- 
fore Imown  in  my  country,  wanting  to  convert  all  the  revenues  of  the  country  for 
his  personal  benefit,  established  monopolies,  and  gave  concessions,  which  he 
placed  in  the  hands  of  foreigners,  he  gaining  the  most  benefit.  Most  of  the  in- 
dustries of  the  country  thus  came  under  Zelaya's  control ;  the  foreign  manage- 
ment of  most  of  them  prevented  the  native  Nicaraguan  from  perceiving  any 
benefits  worthy  of  mention  from  the  working  of  these  industries  and  monopo- 
lies. Zelaya's  system  worked  incalculable  harm  to  our  struggling  industrial 
classes.  Coupled  with  the  fact  that  Zelaya  enriched  himself  from  the  Govern- 
ment funds  by  taking  millions  of  dollars  in  gold,  this  condition  became  intoler- 
able, and  the  revolution  of  October,  1909.  against  Zelaya's  government  was  the 
result. 

The  Government  of  the  revolution  which  overthrew  Zelaya  promised  to  end 
all  monopolies  and  concessions  and  to  return  all  properties  confiscated  and 
The  thousands  ui)on  thousands  of  fines  taken  from  a  great  number  of  Nicara- 
guans  as  political  punishment.  .  In  one  word,  it  was  promised  tl:at  the  new 
Government  would  be  one  of  reparation. 

The  new  (Joveniment  was  not  recognized  by  the  American  Government  until 
it  guaranteed  that  it  would  establish  constitutional  order  and  put  the  country 
on  its  way  to  development,  and  that  it  would  investigate  the  deaths  of  Cannon 
and  Gross. 

In  order  to  fulfill  said  program  there  was  signed  between  the  chiefs  of  the 
revolution  and  the  American  connnissioner,  Mr.  Thomas  Dawson,  on  the  30th 
of  October,  1909,  a  convention  in  which  said  chiefs  agreed  to  call  the  i^eople 
together  for  a  free  election  to  elect  deputies  for  a  constitutional  assembly, 
which,  besides  forming  the  political  constitution  of  the  Republic,  would  elect 
for  a  i)eriod  of  two  years  a  President  and  Vice  President,  name  a  mixed  claims 
commiT5sion  to  study  all  claims,  monoiwlies,  and  concessions,  to  put  the  country 
on  iin  economic  basis  for  its  development  through  the  medium  of  a  foreign  loan. 
In  order  to  attain  these  ends  the  American  Government  promised  its  best 
offices. 

The  chiefs  of  the  revolution  of  1909  have  cooperated  actively  to  fulfill  siiid 
convention,  and  in  efi:ect  the  people  held  a  free  election  for  deputies,  and  on 
the  15th  of  December,  1910,  there  was  inaugurated  the  Assembly  in  Man- 
agua, who  elected  Gen.  Estrada  and  don  Adolfo  Diaz  as  President  and  Vice 
President  of  the  Republic  for  the  period  of  two  y^ars. 

At  once  the  Assembly  proceeded  to  form  the  constitution,  but  when  it  pro- 
ceeded to  sign  it  the  Assembly  was  dissolved  by  a  decree  of  President  Estrada, 
which  was  done  by  surrounding  the  Assembly  chamber  with  armed  men. 

Gen.  Estrada,  who  had  been  a  military  chieftain,  stationed  under  the  Zelaya 
Government  at  Bluefields,  was  one  of  the  leaders  of  the  revolution.  After  he 
became  president  it  became  apparent  that  he  had  not  the  required  amount  of 
ix)litical  support  to  govern  to  advantage.  The  Conservative  Party  had  the  lead 
and  won  the  revolution.  Estrada,  to  strengthen  his  popularity,  endeavored  to 
draw  political  support  from  the  Zelaya  party  (Liberal),  and  this  led  to  compli- 
cations which  caused  him  to  resign  the  presidency  on  May  8,  1911.  As  a  result 
Adolfo  Dfaz,  the  vice  i)resident,  became  president,  which  office  he  now  holds. 

The  Mixed  Claims  Commission  was  established  and  all  claims  comprehended 
in  its  creation  have  been  submitted  to  its  decision. 

The  Government  Initiated  friendly  negotations  for  the  settlement  of  the 
shooting  of  Cannon  and  Groce,  and  it  was  settled  by  awarding  each  one  of  the 
families  of  the  deceased  a  payment  of  $10,000  gold. 

The  chief  efforts  of  the  Government  of  Nicaragua  has  been  the  improvement 
of  the  financial  situation ;  but  as  yet  nothing  permanent  has  been  done,  as  the 
bankers  have  not  wanted  to  enter  into  formal  negotiations  for  a  loan  sufficient 
to  care  for  our  country's  needs  without  having  the  security  that  the  Keiuiblic 
will  continue  in  peace. 

At  the  beginning  of  our  efforts  to  obtain  a  loan  there  was  drafted  a  contract 
on  very  good  terms  for  Nicaragua  for  a  loan  of  $15,000,000,  based  on  the  rati- 
fication of  the  convention  signed  on  June  0,  1911,  by  Secretary  of  State 
Knox  and  Dr.  Castrille,  minister  of  Nicaragua.  As  -said  convention  was  not 
ratified  by  the  American  Senate,  the  negotiations  failed,  and  so  we  had  neces- 
Bity  to  a  small  loan  of  a  million  and  a  half  at  one  time  and  another  time  $750,000, 
with  the  same  guarantees  that  we  had  offennl  for  the  $15.0(XMKK).  Said  loan 
was  made  with  the  idea  of  establishing  a  bank  and  to  place  our  depreciated 
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paper-money  system  under  a  basis  solid  and  firm.  To  study  these  economic 
problems  we  brought  to  the  country  two  financial  experts,  Mr.  C.  A.  Conant  and 
Mr.  F.  C.  Harrison,  the  first  an  American  and  the  second  English,  each  one 
earning  $10,000  gold  for  their  services,  and  they  left  us  with  the  gold  standard 
established.  After  the  examination  of  our  monetary  affairs  by  the  English  and 
American  experts  mentioned,  we  followed  their  recommendations  in  so  far  as 
possible  by  establishing  a  bank  and  issuing  a  new  standard  of  exchange  which 
we  call  "  Cordoba,"  this  being  the  only  money  in  Central  America  which  has  the 
same  value  as  your  American  dollar. 

It  may  be  said  that  we  had  enjoyed  a  little  over  a  year  of  comparative  peace 
when  one  of  our  party.  Gen.  Mena,  the  minister  of  war,  ceased  to  work  in  har- 
mony with  President  Diaz,  and  he  began  a  revolution  on  July  29,  1912.  The 
Diaz  Government  quickly  increased  its  army,  which  valiently  fought  without 
pay  until  October  10,  1912,  at  which  time  the  government  was  victorious.  We 
then  borrowed  $400,000  with  which  to  pay  off  our  troops. 

These  various  amounts  taken  together  made  a  total  of  $2,650,000,  which  was 
being  repaid  to  the  bankers  by  their  collecting  the  customs.  When  I  came  to 
your  country,  about  a  year  ago,  we  owed  the  bankers  a  balance  of  some 
$700,000,  for  the  repayment  of  which  they  had  given  us  an  extension  of  time 
to  October,  1913. 

The  revolution  against  Zelaya  had  cost  us  a  great  deal,  and  when  we  took 
over  the  country  it  was  in  a  deplorable  financial  condition.  Our  prompt  action 
in  trying  to  get  quickly  on  a  firm  financial  basis,  and  the  war  against  Mena, 
has  brought  the  country  into  a  situation  very  difiicult  to  describe.  We  had 
followed  the  recommendations  of  your  country  very  faithfully,  but  the 
failure  of  the  passage  of  the  canal  convention  prevented  us  from  getting 
a  large  loan,  and  so  in  the  hope  of  your  Senate  giving  this  convention  favor- 
able consideration,  we  entered  into  an  agreement  with  the  bankers  whereby  they 
exercised  an  option  which  they  had  on  51  per  cent  of  our  railroad,  and  they  took 
an  interest  in  our  bank.  Mr.  Bryan  opposed  the  exercising  of  the  option  on  the 
railroad  so  vigorously,  and  in  this  Mr.  Long  and  others  in  the  State  Department 
supported  him  so  consistently,  that  week  after  week  passed  by  in  an  effort  to 
secure  an  arrangment  that  the  State  Department  thought  would  be  more  favor- 
able for  Nicaragua.  President  Diaz,  however,  favored  permitting  the  bankers 
to  exercise  their  legal  right  to  the  51  per  cent  of  the  railroad,  with  the  result 
that  the  contract  was  closed  in  October.  This  merely  furnished  us  with  tempo- 
rary relief,  and  we  are  now  desirous  that  you  should  understand  our  needs  so 
that  you  may  see  why  our  country,  whose  natural  resources  are  very  great, 
desires  the  passage  of  the  canal  convention  with  the  Piatt  amendment  attached. 
When  free  suffrage  is  assured  our  future  is  certain  for  our  people,  so  long 
oppressed,  are  anxious  to  progress.  Bankers,  who  have  had  a  knowledge  of 
our  methods,  will  gladly  lend  us  the  necessary  money  when  they  feel  sure  we 
are  to  have  peace  and  fair  elections,  and  so  we  have  requested  the  President  to 
submit  to  your  favorable  consideration  the  convention  which  is  before  you. 

Should  this  treaty  not  be  accepted  under  the  belief  that  it  would  not  be 
a  benefit  to  my  country,  it  would  be  an  immense  damage,  greater  than  any 
so  far  registered  in  its  history,  only  less  than  the  war  known  as  "  the  Walker 
War,"  which,  besides  the  immense  loss  of  lives  and  its  resources,  also  con- 
tributed to  a  loss  of  a  great  part  of  its  territory.  The  ratification  of  this 
treaty  would  save  us  the  loss  of  49  per  cent  of  the  stock  of  the  railroad,  and 
49  per  cent  of  the  bank  stock,  as  for  the  reason  we  did  not  pay  on  time  the 
money  we  owed  we  had  to  deliver  the  51  per  cent  now  held  by  the  bankers. 

The  abolishment  of  the  monopolies  and  concessions  have  occasioned  claims 
from  foreign  Governments,  which  our  Government  had  arranged  on  satisfac- 
tory terms,  but  their  payment  is  still  pending,  and  it  can  bring  upon  us  inter- 
national complications  from  England,  Germany,  and  Italy.  Amongst  these  na- 
tions it  is  to  be  noted  the  pressure  exerted  by  Germany  for  the  payment  of  the 
claim  of  Mr.  Weist,  a  German  subject,  lessee  of  the  railroad.  In  order  to 
terminate  said  lease  it  was  necessary  to  recognize  as  due  him  $176,000,  although 
the  said  lessee  was  only  a  figurehead  for  Zelaya;  many  efforts  have  we  ^ade 
to  obtain  from  Germany  an  agreement  to  wait  until  the  result  of  the  conven- 
tion is  known. 

We  consider  the  leasing  of  the  Gulf  of  Fonseca  for  a  naval  station,  on  the 
Nicaraguan  territory,  and  the  leasing  of  the  islands  on  the  Atlantic  coast  as 
stated,  and  the  canal  option  as  worth  more  than  $3,000,000,  but  we  are 
satisfied  to  receive  said  sum,  on  condition  there  is  guaranteed  us  the  main- 
tenance of  peace  and  the  public  and  private  rights  of  its  citizens,  and  if  we 
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have  asked  for  this  and  we  desire  it,  it  is  because  of  the  enormous  develop- 
ment under  said  auspices  of  Cuba.  For  this  reason  President  Diaz  has  asked 
for  the  inclusion  of  the  Piatt  amendment. 

I  wish  to  state  that  our  President  is  a  duly  constituted  President  under  the 
present  constitution  in  virtue  of  a  free  election,  and  thiit  the  permanancy  of 
occupation  of  some  American  troops  in  some  of  the  cities  had  nothin.a:  to  do 
with  the  election,  as  can  be  proved  by  his  loosing  the  election  in  the  Depart- 
ments of  Bluefields  and  Granada,  where  my  constituents,  notwithstanding  my 
desires,  refused  to  vote  for  him. 

I  desire  also  to  state  that  the  motive  of  the  greater  part  of  the  revolutions 
in  Nicaragua  are  not  made  by  the  desire  of  gain  or  for  personal  ambition,  but 
only  for  the  lack  of  individual  guarantee  and  the  lack  of  suffrage;  a  small 
illustration  of  this  will  give  you  an  idea. 

With  your  permission,  I  would  like  to  refer  to  the  custom  that  has  usually 
prevailed  in  the  elections  of  our  members  of  Congress.  We  have  two  houses, 
the  House  of  Representatives,  with  40  members,  and  the  Senate,  with  22  mem- 
bers. The  President  during  election  time  selects  the  men  in  whom  he  has  confi- 
dence. The  names  of  these  men  are  sent  out  to  the  departments  with  certain 
instructions  and  the  gentlemen  are  elected.  The  people  of  a  department  usually 
never  even  see  the  candidates;  the  i)eople  do  not  know  anything  about  the 
candidates  except  their  names  and  what  they  are  told,  consequently  they  do  not 
pay  any  attention  to  the  elections.  Elections  held  in  this  manner  take  all  the 
heart  and  interest  out  of  the  people.  Suppose,  Senator  Stone,  that  the  next 
time  you  come  up  for  election  the  President  desires  to  have  one  of  his  absolute 
friends  from  the  District  of  Columbia  as  Senator  from  your  State,  and  suppose, 
Senator  Shively,  that  the  President  desires  another  of  his  friends  as  Senator 
from  Indiana,  and  that  he  will  not  permit  either  of  the  present  Senators  to  be 
eandidsites  for  reelection  in  your  respective  States,  and  that  he  gives-  instruc- 
tions to  the  people  who  have  been  accustomed  to  vote  for  you  to  the  effect  that 
they  must  follow  the  instructions  or  go  to  jail.  Your  constituents  do  not  like 
the  idea  of  going  to  jail,  so  they  vote  for  the  man  the  President  designates,  and 
yen  gentlemen  lose  your  positions.  The  people  who  really  wished  to  vote  for  you 
were  afraid  to  do  so,  and  they  elect  to  the  Senate  a  man  who  knows  nothing  of 
your  department  and  has  little  interest  in  its  needs. 

Such  a  thing  is  what  often  happens  in  my  countr5^  and  until  it  is  remedied 
and  the  people  really  have  some  opix>rtunity  to  express  their  wishes  at  the 
polls  I  do  not  see  how  we  can  expect  much  through  the  exercise  of  suffrage. 
That  is  one  of  the  things  this  treaty  asks  you  to  help  us  to  do.  to  hold  honest 
elections.  Your  country  has  done  it  in  Panama,  and  still  Panama  was  never 
more  fi-iendly  to  your  Government  than  Nicaragua  is  now. 

Your  country  is  strong  and  ours  is  weak.  We  ask  your  aid  in  this  matter 
of  suffrage.  There  was  a  time  when  your  country  was  xxot  so  strong  as  it  is 
to-day,  and  France  extended  to  you  its  aid.  We  believe  that  with  the  Piatt 
amendiUient  attached  to  the  canal  convention  our  pit)fessii)nal  politicians,  who 
too  often  resort  to  revolutions  because  there  is  no  justice  in  the  polls,  will  cease 
to  engage  in  revolutions.  l)ecause  your  guaranty  will  insure  reasonably  fftir 
elections.  Knowing  this,  we  will  hold  them  ourselves,  and  I  believe  that  your 
aid  will  not  be  necessary,  but  that  your  moral  force  and  support  will  be 
sufflcient. 

Another  reason  that  makes  us  want  the  IMatt  amendment  is  the  desire  to 
unify  our  Atlantic  coast  with  the  interior,  which  having  been  under  the  au- 
tonomy of  p]ngland,  there  exiJ^ts  some  differences  of  race,  language,  and  cus- 
toms ft-om  the  rest  of  the  country.  This  union  can  be  carried  out  by  the  nie<lium 
of  a  railroad  from  the  coast  to  the  capital,  and  besides  developing  the  richest 
part  of  the  country,  it  would  at  once  stop  all  talk  of  separation,  which  i«  started 
onxfe  in  a  while  by  tlift  ])eoi)ie  of  that  region.  This  can  only  be  done  by  me'vlium 
of  a  loan,  and  this  can  only  be  obtained  should  permanent  peace  1h»  assured. 

In  conclusion.  I  desire  to  state  that  owing  to  the  i)oliticaI  po8iti<)n  I  hold,  I 
am  ill  condition  to  assiire  you  that  this  treaty  meets  witli  the  general  symi^athy 
of  the  whole  country,  and  in  pledging  myself  to  work  for  it  not  o?iIy  do  I  follow 
the  inst ructions  of  my  (iovermnent.  but  also  the  supgestions  of  a  great  mimb« 
of  my  fellow  countrymen. 

The  Chairman  (to  the  interpreter).  Ask  the  minister  if  thei-e  is 
anything  he  wishes  to  add  to  this  statement  verbally. 

Gen.  Chamorro.  Nothin^:  whatever.  I  place  myself  at  your  orders 
for  any  inquiries  that  you  wish  to  make. 
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The  Chairman.  Are  there  any  Senators  present  who  desire  to  ask 
any  questions? 

Senator  Hitchcock.  I  have  a  few  questions  that  I  desire  to  ask, 
Mr.  Chairman.  What  was  the  financial  condition  of  your  country 
before  Zelaya  became  President? 

Gen.  Chamorro.  I  refer  you  to  Mr.  Cuadra,  the  financial  minister. 

Senator  Hitchcock.  Then  I  want  to  know  whether  the  new  cur- 
rency system  is  now  in  operation? 

Gen.  Chamorro.  The  monetary  system  now  is  equal  to  the  Amer- 
ican dollar. 

Senator  Hitchcock.  Is  it  in  operation  ? 

Gen.  Chamorro.  Yes,  sir ;  so  much  so  that  the  money  of  Nicaragua 
is  equal  to  American  money;  you  only  have  to  pay  a  premium  of  a 
half  a  cent  in  order  to  get  a  draft  on  New  York. 

Senator  Hitchcock.  Are  business  conditions  good? 

Gen.  Chamorro.  Business  conditions  are  bad  because  the  Govern- 
ment owes  to  all  merchants  and  has  not  been  able  to  pay,  consequently 
they  have  no  further  credits.  The  credit  in  foreign  countries  is  lost 
to  the  merchants. 

Senator  Hitchcock.  What  was  the  value  in  gold  of  the  i^ailroad, 
part  of  which  was  sold  to  the  New  York  bankers  ? 

Gen.  Chamorro.  Fifty-one  per  cent. 

Senator  Hitchcock.  My  question  is  what  was  the  value  of  the 
whole  railroad? 

Gen.  Chamorro.  The  railroad,  when  the  bankers  first  took  hold  of 
it,  was  worth  $2,000,000,  but  under  their  management  it  improved  in 
value  and  it  was  calculated  at  $2,500,000 ;  that  is,  when  they  took 
the  option.  Even  at  that  price  the  banl^ers  were  willing  to  release  the 
option  providing  they  were  paid  promptly,  but  the  Government  was 
not  in  condition  to  do  so,  and  the  consequence  was  that  the  bankers 
exercised  the  option. 

Senator  Hitchcock.  How  was  the  railroad  built;  how  did  the 
country  raise  the  money  to  build  the  road  ? 

Mr.  Livingston  (the  interpreter).  The  Government,  with  its  own 
funds,  started  the  road.  I  know  that  personally,  and  afterwards, 
finding  itself  in  a  hole,  they  got  a  loan  from  England  of  £280,000. 

Senator  A^itchcock.  Before  they  got  the  loan  of  £280,000,  how 
much  did  they  put  in? 

Gen.  Chamorro.  $1,000,000. 

Senator  Hitchcock.  $1,000,000  had  been  put  in  before  that  time? 

Gren.  Chamorro.  Yes.  sir. 

Senator  Hitchcock.  How  did  they  get  tiiat  money — $1,000,000. 

Gen.  Chamorro.  The  surplus  of  the  revenues. 

Senator  Hitchcock.  Did  they  borrow  any  money  after  that  for 
the  road?. 

Gen.  Chamorro.  No,  sir;  that  is  all  they  borrowed. 

Senator  Hitchcock.  So  the  total  cost  of  the  road  was  only 
$2,400,000  ? 

Gen.  Chamorro.  As  to  that  I  do  not  know.  The  financial  min- 
ister will  know  better  about  that  than  I  do. 

Senator  Hitchcock.  I  will  wait  until  he  gets  on  the  stand.  Did 
Nicaragua  have  the  constitutional  power  to  sell  the  road? 

Gen.  Chamorro.  Yes,  sir;  she  had.  Nicaragua  has  not  sold  the 
railroad  outright.     She  has  formed  a  company  for  running  the  road. 
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Senator  Hitchcock.  Nicaragua  sold  51  per  cent  of  the  road  ? 

Gen.  Chamorro.  Which  was  part  of  the  company;  they  formed  a 
company. 

Senator  Hitchcock.  Was  there  any  question  as  to  whether  they 
had  the  power  to  do  that? 

Gen.  Chamorro.  No;  none  whatever. 

Senator  Hitchcock.  Did  Nicaragua  sell  it  willingly,  or  only 
because  it  had  made  a  loan  that  it  could  not  repay  ? 

Gen.  Chamorro.  The  government  sold  the  railroad,  because  they 
felt  that  being  in  the  hands  of  people  with  means  it  would  so  im- 
prove the  road  that  it  would  increase  in  value. 

Senator  Hitchcock.  In  your  statement  which  was  read,  you  stated 
that  they  lost  the  51  per  cent  because  they  could  not  pay  the  bankers 
the  loan. 

Gen.  Chamorro.  Yes,  sir.  The  reason  I  make  that  statement  is 
that,  under  the  management  of  Brown  Bros.,  the  bankers,  the  road 
improved  so  materially  that  they  felt  they  should  get  more  than 
$1,000,000  for  51  per  cent.  I  felt  that  if  they  got  $2,500,000  Brown 
Bros,  would  pay  that  difference. 

Senator  Hitchcock.  It  was  not  a  contract  of  purchase;  it  was  a 
loan  which  they  foreclosed,  was  it? 

Gen.  Chamorro.  It  was  a  contract  of  purchase. 

Senator  Hitchcock.  How  many  people  voted  for  president  at  the 
last  election? 

Gen.  Chamorro.  I  do  not  know,  because  I  left  the  country  before 
that  election  took  place. 

Senator  Hitchcock.  How  many  voters  are  there  in  the  country? 

Gen.  Chamorro.  As  that  was  the  first  election,  I  have  no  idea  how 
many  there  were. 

Senator  Hitchcock.  How  were  the  Presidents  elected  before 
Zelaya's  time? 

Gen.  Chamorro.  By  popular  vote. 

Senator  Hitchcock.  What  was  the  vote  then  ? 

Gen.  Chamorro.  From  35,000  to  45,000  votes. 

Senator  Hitchcock.  But  you  do  not  know  how  many  people  voted 
for  Diaz? 

Gen.  Chamorro.  No,  sir ;  I  do  not. 

Senator  Hitchcock.  Could  you  tell  what  per  cent  voted  for  Diaz? 

Gen.  Chamorro.  I  have  no  idea,  but  I  think  about  14.000.  If  nec- 
essary I  can  ask  the  Government  to  send  me  information. 

Senator  Smith  of  Michigan.  Let  me  ask  a  question  right  at  this 
point,  because  it  may  direct  his  attention  to  the  matter.  In  the  city 
of  I^on,  which  has  a  population  of  about  64,000 — the  largest  city 
ihere — I  understand  there  were  but  200  votes  cast  in  that  election. 

Gen.  Chamorro.  Oh,  no;  the  votes  there  were  3,000  for  Diaz,  and 
tliat  is  the  city  that  has  always  been  against 

Senator  Smith  of  Michigan.  At  Leon  you  say  the  vote  was  3,000? 

Gen.  Chamorro.  Yes,  sir. 

Senator  Hitchcock.  Has  Nicaragua  a  standing  army  ? 

Gen.  Chamorro.  Yes,  sir. 

Senator  Hitchcock.  How  large  is  it? 

Gen.  CiiAMoRRO.  Now,  in  peace,  1,000. 

Senator  Hitchcock.  Is  there  any  disorder  anywhere  in  the 
country  ? 
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Gen.  Chamorro.  No,  sir ;  there  is  none  at  present. 

Senator  Sutherland.  I  wish  you  would  find  cut  before  you  leave 
the  electic  n  matter  what  are  the  qualifications  of  the  voters. 

Senator  Hitchcock.  Who  votes  in  Nicaragua? 

Gen.  Chamorro.  The  qualifications  there  consist  of  this:  That 
anybody  can  vote  wdio  is  18  years  of  age  and  married,  provided  they 
can  read  and  write,  and  those  who  are  single  men  if  of  the  age  of  21 
3^ears  who  can  read  and  write.  They  are  making  a  census  there,  but 
so  far  it  is  not  complete,  and  therefore  I  can  not  tell  definitely  how 
many  people  there  are  who  vote. 

Senator  Hitchcock.  What  is  the  population  of  Nicaragua  ? 

Gen.  Chamorro.  Six  hundred  thousand  people. 

Senator  Shiveley.  Is  that  voting  qualification  a  constitutional 
qualification  ? 

Gen.  Chamorro.  Oh,  yes,  sir. 

Senator  Hitchcock.  Have  you  a  copy  of  the  constitution  with 
you  ? 

Gen.  Chamorro.  Yes,  sir ;  I  have  one. 

Senator  Hitchcock.  Will  you  supply  it  to  the  chairman  ? 

Gen.  Chamorro.  Yes,  sir. 

Senator  Hitchcock.  I  think  that  should  go  in  th'e  record,  Mr, 
Chairman. 

The  Chairman.  Do  you  mean  the  entire  constitution? 

Senator  Hitchcock.  Yes;  I  think  it  ought  to  go  in,  if  it  is  short. 

The  Chairman.  How  long  is  it? 

Gen.  Chamorro.  It  is  thin. 

Senator  Smith  of  Michigan.  In  that  connection  could  you  give  us 
the  former  constitution?  This  is  the  new  constitution  to  which  you 
refer,  is  it? 

Gen.  Chamorro.  The  new  one. 

Senator  Smith  of  Michigan.  I  would  like  to  see  the  one  that  pre- 
ceded the  Diaz  presidency. 

Gen.  Chamorro.  There  was  not  a  constitution  in  vogue  at  the  time 
of  Zelaya.     It  did  not  exist. 

Senator  Smith  of  Michigan.  Well,  there  is  a  previous  constitu- 
tion to  the  one  now  in  existence.  It  is  contained  in  our  library.  I 
have  seen  it  myself. 

Gen.  Chamorro.  I  will  try  to  get  it,  if  there  is  one. 

Senator  Smith  of  Michigan.  It  is  available,  and  it  ought  to  go  into 
the  record. 

The  Chairman.  Is  this  copy  of  the  constitution  which  the  minis- 
ter has  in  English? 

Mr.  Livingston  (the  interpreter).  No,  sir;  it  is  in  Spanish. 

Senator  Smith  of  Michigan.  It  is  easily  obtainable. 

The  Chairman.  We  will  have  that  translated. 

Senator  Smith  of  Michigan.  We  can  get  it  at  the  Pan  American 
Building.     I  have  seen  it. 

The  Chairman.  Already  translated? 

Senator  Smith  of  Michigan.  Yes. 

[The  two  constitutions  referred  to  appear  in  the  appendix  to  this 
record.] 

The  Chairman.  Let  me  ask  you  this:  By  whom  was  the  constitu- 
tion made?  Was  it  ever  submitted  to  the  voters,  or  was  it  enacted 
by  the  Congress? 
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Gen.  Chamorro.  The  constitution  is  made  in  this  wav :  There  is  an 
election  called  by  the  people  to  select  members  of  the  assembly  to 
make  the  constitution,  and  once  made  it  is  approved  because*^  the 
people  elected  all  the  members  for  that  purpose. 

The  Chairman.  Approved  by  whom? 

Gen.  Chamorro.  By  the  members  themselves.  They  are  elected 
especially  for  that  purpose,  making  the  constitution,  by  the  people. 

The  Chairman.  Is  it  a  constitutional  convention  ? 

Gen.  Chamorro.  Yes,  sir;  it  is  a  special  convention  held  for  that 
purpose.  Also  the  members  of  the  courts.  The  judges  of  the  courts 
are  also  called  in  to  give  an  opinion  during  the  meeting  of  the  assem- 
bly, in  accordance  with  the  law.  Of  course  they  have  no  right  to 
vote  but  they  are  simply  called  in  while  the  convention  is  held 

Senator  Shively.  And  that  constitution,  after  adoption  by  the  con- 
vention, is  not  submitted  to  the  people? 

Gen.  Chamorro.  No,  sir.  The  only  thing  they  do  is  that  it  is 
approved  by  the  assembly  and  passed^  over  to  the  President  and  he 
signs  it,  and  it  is  published,  and  that  is  the  constitution. 

Senator  Smith  of  Michigan.  I  would  like  to  ask  a  few  questions. 
Where  were  you  when  the  Mena  revolution  broke  out? 

Gen.  Chamorro.  I  was  in  Managua. 

Senator  Smith  of  Michigan.  Did  you  take  part  in  that  revolution? 

Gen.  Chamorro.  As  I  understand  it,  you  ask  me  if  I  took  part  in 
the  Mena  revolution?     No,  sir. 

Senator  Smith  of  Michigan.  You  started  a  counterrevolution  of 
your  own,  did  you  not? 

Gen.  Chamosro.  No,  sir.  I  was  made  general  in  chief  by  the  Gov- 
ernment. 

Senator  Smith  of  Michigan.  By  what  government — Estrada? 

Gen.  Chamorro.  Diaz. 

Senator  Smith  of  Michigan.  You  had  a  revolution,  did  you  not, 
at  the  time  our  troops  were  first  haided  there?  Were  you  not  en- 
gaged as  revolutionary  leader? 

Gen.  Chamorro.  I  was  not  a  revolutionist  at  the  time  of  the  land- 
ing of  the  marines.  I  had  taken  charge  of  revolutions  previous  to 
that  time. 

Senator  Smith  of  Michigan.  WTien  ?     Against  Zelaya  ? 

(xen.  Cha^iorro.  I  took  part  in  the  revolution  of  1897  against 
Zelaya.    Then  I  was  not  in  charge.    Tlien  I  took  part  in  1903. 

Senator  Shively.  Do  you  mean  in  1897? 

Senator  HiTcnrocK.  First  in  1897  and  then  in  1908. 

Gen.  Chamorro.  Those  were  against  Zelaya.  I  also  took  cliarge  of 
the  revolution  of  1909,  which  finally  resulted  in  the  o^•ertllrow  of 
Zelaya. 

Senator  Smith  of  Michigan.  In  1909,  did  you  say? 

Gen.  Chamorro.  In  1909;  yes,  sir. 

Senator  Smith  of  Michigan.  You  took  ])art  in  that  revolution? 

(len.  Chamorro.  Yes,  sir;  as  general  in  chief. 

Senator  Smith  of  Micliigan.  Was  that  the  Mena  revolution? 

Gen.  Chamorro.  In  1909;  yes,  sir. 

Senator  Smith  of  Michigan.  That  was  in  1911. 

Gen.  Chamorro.  Tn  1911.  was  the  Monn  revolution. 
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Senator  Smith  of  Michigan.  Were  yon  not  engaged  in  war  at  the 
time  Diaz  went  to  the  presidency  as  vice  president,  or  designado,  or 
whatever  they  call  it  ? 

Gen.  Chamorro.  No,  sir. 

Senator  Smith  of  Michigan.  Did  you  belong  to  the  Diaz  party  ? 

Gen.  Chamorro.  I  belonged  to  the  Conservative  Party. 

Senator  Smith  of  Michigan.  Have  you  made  claim  against  the 
Government  of  Nicaragua  for  revolutionary  expenses? 

Gen.  Chamorro.  I  have  made  no  claim,  and  have  no  claim  against 
them,  nor  hold  any  bonds  against  the  Government. 

Senator  Smith  of  Michigan.  So  you  have  no  claim  against  this 
fund  if  anything  is  paid  ? 

Gen.  Chamorro.  No,  sir. 

Senator  Smith  of  Michigan.  Were  you  in  the  conference  which 
determined  who  should  be  president,  the  one  that  was  attended  by 
Mr.  Weitzel? 

Gen.  Chamorro.  Yes,  sir. 

Senator  Smith  of  Michigan.  Who  were  members  of  that  confer- 
ence? 

Gen.  Chamorro.  Messrs.  Diaz,  Solorzano,  and  Cuadra,  who  repre- 
sented Gen.  Estrada. 

Senator  Smith  of  Michigan.  Who  else  were  there  ? 

Gen.  Chamorro.  And  myself. 

Senator  Smith  of  Michigan.  Mr.  Weitzel  was  our  minister,  was  he  ? 

Gen.  Chamorro.  Yes,  sir. 

Senator  Smith  of  Michigan.  Did  he  take  part  in  that  conference  ? 

Gen.  ^Chamorro.  Yes,  sir;  he  was  present  at  the  conference  to  see 
what  they  were  going  to  do.    He  was  acting  as  secretary. 

Senator  Smith  of  Michigan.  Who  was? 

Gen.  Chamorro.  Mr.  Weitzel,  as  secretary. 

Senator  Smith  of  Michigan.  The  conference  decided  upon  a  candi- 
date for  President,  did  it  not — I  mean,  in  the  first  place,  before  Diaz 
was  decided  upon,  the  council  decided  ? 

Gen.  Chamorro.  Yes,  sir. 

Senator  Smith  of  Michigan.  Who  did  they  decide  on  ? 

Gen.  Chamorro.  At  the  first  balloting  it  was  two  votes  for  Manuel 
Lacayo,  cast  by  Solorzano  and  myself.  Then  there  werfe  two  votes 
cast  for  Salvador  Calderon  by  Carlos  Cuadra  Pasos  and  Diaz,  and 
afterwards,  at  the  second  conference  that  took  place  in  three  or  four 
days  later,  those  votes  were  all  in  favor  of  Mr.  Diaz. 

Senator  Smith  of  Michigan.  Had  the  American  minister  expressed 
a  preference  for  Mr.  Diaz  ? 

Gen.  Chamorro.  None  whatever. 

Senator  Smith  of  Michigan.  And  that  conference  decided  upon 
the  selection  of  Diaz  ? 

Gen.  Chamorro.  Yes,  sir.  There  was  a  convention  called  to  resolve 
who  were  going  to  be  Conservative  candidates,  and  after  several  days 
they  resolved  on  Mr.  Diaz. 

Senator  Smith  of  Michigan.  There  was  no  other  candidate,  was 
there,  in  the  field  at  that  election? 

Gen.  Chamorro.  No,  sir. 

Senator  Smith  of  Michigan.  The  Artierican  minister's  part  in  it 
was  to  act  as  secretary  of  the  conference  ? 
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Gen.  Chamorro.  The  reason  they  called  Mr.  Weitzel  was  this, 
that  Mr.  Dawson  took  part  in  the  conference  there  between  the  four 
chiefs,  and  Mr.  Dawson  said  that  his  Government  had  an  interest  in 
the  affairs  of  Nicaragua,  so  when  Mr.  Weitzel  came  there  we  asked 
him  to  act  as  secretary  during  the  conference,  not  that  he  came  of  his 
own  volition;  he  was  asked. 

Senator  Smith  of  Michigan.  He  was  asked  into  that  conference  ? 

Gen.  Chamorro.  Yes,  sir. 

Senator  Smith  of  Michigan.  And  took  part  in  it  ? 

Gen.  Chamorro.  Took  part;  yes,  sir. 

Senator  Smith  of  Michigan.  You  say  there  was  only  one  candidate 
presented  at  that  election  and  that  was  the  Conservative  candidate, 
Diaz? 

Gen.  Chamorro.  Yes,  sir. 

Senator  Smith  of  Michigan.  Did  Mr.  Weitzel  express  any  prefer- 
ence for  Diaz? 

Gen.  Chamorro.  No,  sir. 

Senator  Smith  of  Michigan.  Who  did  he  express  a  preference  for  ? 

Gen.  Chamorro.  Nobody. 

Senator  Smith  of  Michigan.  He  simply  sat  in  that  gathering,  and 
the  vote  stood  2  and  2 — Diaz  receiving  no  votes,  and  you  adjourned 
for  a  couple  of  days  when  Mr.  Diaz  was  selected  ? 

Gen.  Chamorro.  Yes,  sir. 

Senator  Smith  of  Michigan.  When  was  that — what  date  ? 

Gen.  Chamorro.  I  do  not  know  the  date.  It  was  in  the  month  of 
November,  1912. 

The  Chairman.  At  the  time  these  conferences  were  held,  attended 
by  Weitzel,  Diaz  was  acting  president? 

Gen.  Chamorro.  Yes,  sir. 

Senator  Smith  of  Michigan.  By  designation.  Estrada  had  gone 
away,  had  he  not? 

Gen.  Chamorro.  Yes,  sir. 

Senator  Smith  of  Michigan.  And  Diaz  was,  by  designation,  act- 
ing president? 

Gen.  Chamorro.  Yes,  sir. 

Senator  Smith  of  Michigan.  When  were  our  marines  called  there  ? 

Gen.  Chamorro.  The  first  time  the  American  marines  disembarked 
was  in  Bluefields. 

Senator  Smith  of  Michigan.  What  year  and  what  month  ? 

Gen.  Chamorro.  I  do  not  remember  the  month. 

Senator  Smith  of  Michigan.  What  year? 

Gen.  Chamorro.  In  1910.  They  landed  simply  with  the  object  of 
preventing  fighting  at  Bluefields. 

Senator  Smith  of  Michigan.  Were  they  there  at  the  time  of  these 
conferences  to  determine  who  should  be  a  candidate  for  President  ? 

Gen.  Chamorro.  The  second  time  that  the  marines  landed  was  in 
1912. 

Senator  Smith  of  Michigan.  And  you  do  not  remember  the  month? 
Was  it  not  October? 

Gen.  Chamorro.  It  was  in  August,  1912. 

Senator  Smith  of  Michigan.  Where  were  they  stationed? 

Gen.  Chamorro.  In  Leon,  in  Corinto,  Managua,  and  Granada. 

Senator  Smith  of  Michigan.  How  many  were  there? 
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Gen.  Chamorro.  Something  like  500.  You  probably  know  better 
about  that  than  I  do. 

Senator  Smith  of  Michigan.  Do  not  guess  at  it  if  you  do  not  know. 

Mr.  Livingston  (the  interpreter).  He  thinks  so. 

Senator  Smith  of  Michigan.  Did  they  occupy  the  palace  at 
Managua  ? 

Gen.  Chamorro.  No,  sir. 

Senator  Smith  of  Michigan.  What  did  they  occupy? 

Gen.  Chamorro.  The  Campo  Marte. 

Senator  Smith  of  Michigan.  That  is  the  President's  house? 

Gen.  Chamorro.  Campo  Marte.  The  house  that  the  marines 
occupied  was  formerly  the  house  of  Zelaya,  called  Campo  Marte. 
The  present  President  occupies  a  house  called  No.  1. 

Senator  Smith  of  Michigan.  But  this  was  what  was  regarded  as 
the  President's  home,  was  it  not? 

Gen.  Chamorro.  No,  sir. 

Senator  S^iith  of  Michigan.  Did  the  American  flag  fly  over  this 
Campo  Marte? 

Gen.  Chamorro.  Yes,  sir. 

Senator  Smith  of  Michigan.  Is  it  still  there,  do  you  know  ? 

Gen.  Chamorro.  Yes,  sir. 

Senator  Hitchcock.  Is  it  a  Government  building? 

Gen.  Chamorro.  Yes,  sir. 

Senator  Smith  of  Michigan.  Do  you  know  about  the  Masaya 
massacre  ? 

Gen.  Chamorro.  Do  you  refer  to  the  battle  that  took  place  at 
Masaya  ? 

Senator  Smith  of  Michigan.  Yes,  sir. 

Gen.  Chamorro.  Yes,  sir. 

Senator  Smith  of  Michigan.  Were  our  soldiers  there  then? 

Gen.  Chamorro.  In  that  battle  at  Masaya  I  was  general.  The 
American  troops  were  in  the  hill  only  to  prevent  the  interruption  of 
the  railroad.  The  Nicaraguan  troops  only  took  part  in  the  battle. 
There  were  300  killed  and  300  wounded. 

Senator  Smith  of  Michigan.  Did  that  include  the  people  who  were 
killed  in  church  there? 

Gen.  Chamorro.  Yes,  sir. 

Senator  Smith  of  Michigan.  How  many  were  killed  in  the  church  ? 

Gen.  Chamorro.  About  seven. 

Senator  Smith  of  Michigan.  In  the  church  ? 

Gen.  Chamorro.  Yes,  sir.  Probably  you  made  a  mistake.  The 
people  occupying  the  church  w^ere  not  going  to  church.  The.y  were 
simply  troops. 

Senator  Smith  of  Michigan.  I  know;  they  had  gathered  in  the 
church.  Let  me  clear  up  this  point.  Our  troops  took  no  part  in  that 
battle?  ^ 

Gen.  Chamorro.  No,  sir. 

Senator  Smith  of  Michigan.  They  occupied  the  hill  ? 

Gen.  Chamorro.  Yes,  sir. 

Senator  Smith  of  Michigan.  And  they  were  there  solely  to  watch 
)ver  this  railroad,  were  they  not? 

Gen.  Chamorro.  In  order  to  occupy  the  hill  they  had  to  fight. 

Senator  Smith  of  Michigan.  Gen.  Cuadra  says  yes.  I  do  not 
understand  it. 
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Gen.  Chamobro.  The  American  troops  fought  there  in  Masaya. 

Senator  Pomerene.  Fought  whom? 

Gen.  Chamorro.  They  fought  the  natives. 

Senator  Pomerene.  There  were  two  parties;  there  were  the  Gov- 
ernment and  the  revolutionists  there.  Did  they  fight  the  revolu- 
tionists or  the  Government? 

Gen.  Chamorro.  They  fought  against  the  revolutionary  party. 

Senator  Pomerene.  The  American  troops  fought  against  the  revo- 
lutionary party  ? 

Gen.  Chamorro.  Yes,  sir. 

Senator  Smith  of  Michigan.  Why  did  you  say  they  were  there  to 
protect  this  railroad?  Is  that  generally  understood,  that  that  was 
their  function? 

,  Gen.  Chamorro.  Yes,  sir.  The  Government  of  Nicaragua  asked 
!  the  United  States  Government  to  protect  the  railroad,  being  foreign 
'  property. 

Senator  Smith  of  Michigan.  And  that  was  their  business  there? 

Gen.  Chamorro.  Yes,  sir. 

Senator  Smith  of  Michigan.  You  say  that  our  soldiers  had  an 
engagement  there  with  the  revolutionists.  Who  headed  the  revolu- 
tionists? 

Gen.  Chamorro.  In  that  battle  the  Americans  fought  against  Gen. 
Zeledon  of  the  revolutionary  party. 

Senator  Smith  of  Michigan.  Was  Gen.  Chamorro  there? 

Mr.  Lr'ingston  (the  interpreter).  No,  sir;  he  was  in  Managua 
at  the  time. 

Senator  Smith  of  Michigan.  I  want  to  turn  away  from  this  sub- 
ject a  minute  and  ask  you  whether  in  your  capacity  as  Nicaraguan 
Minister  you  have  asked  the  Government  of  the  United  States  to 
retain  our  marines  and  soldiers  in  Nicaragua? 

Gen.  Chamorro.  I  have  neither  asked  to  keep  them  or  to  send 
them  away. 

Senator  Smith  of  Michigan.  You  have  made  no  request  that  they 
should  be  retained  there  ? 

Gen.  Chamorro.  No,  sir. 

Senator  Smith  of  Michigan.  How  long  have  you  been  here? 

Gen.  Chamorro.  A  year. 

Senator  Smith  of  Michigan.  One  year? 

Gen.  Chamorro.  Yes,  sir. 

Senator  Smith  of  Michigan.  And  you  were  accredited  here  shortly 
after  the  election  of  President  Diaz? 

Gen.  Chamorro.  Yes,  sir. 

Senator  Smith  of  Michigan.  In  urging  the  ratification  of  this 
treaty,  do  you  consider  the  rights  of  Costa  Rica  involved  in  this  sale 
of  the  Nicaraguan  strip  ? 

Gen.  Chamokro.  Costa.  Rica  has  nothing  to  do  with  it,  because  it 
is  the  option  of  selling  or  giving 

Senator  Smith  of  Michigan.  I  undei-stand,  but  they  own  part  of 
the  river,  do  they  not? 

Gen.  Chamorro.  No,  sir. 

Senator  Smith  of  Michigan.  Do  they  not  claim  to  own  part  of 
that  river? 

Gen.  Chamorro.  No,  sir. 
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Senator  Smith  of  Michigan.  Let  me  ask  you  another  question. 
When  the  former  treaty  was  presented  by  the  former  administra- 
tion it  was  submitted  to  the  Nicaraguan  Congress,  was  it  not? 
Gen.  Chamorro.  Yes,  sir. 

Senator  Smith  of  Michigan.  And  they  rejected  it,  did  they  not  ? 
Gen.  Chamorro.  No,  sir. 
Senator  Smith  of  Michigan.  Did  they  not  reject  it  ? 

Gen.  Chx\morro.  No,  sir ;  it  was  approved 

Senator  Smith  of  Michigan.  One  moment.     They  first  rejected  it 
and  they  reconvened  and  ratified  it? 
Gen.  Chamorro.  No,  sir. 

Senator  Smith  of  Michigan.  Did  not  the  President  dissolve  that 
Congress  because  it  refused  to  ratify  that  treaty  ? 
Gen.  Chamorro.  No,  sir. 

Senator  Smith  of  Michigan.  And  then  convened  them  together  in 
the  next  couple  of  days? 

Gen.  Chamorro.  No,  sir ;  that  is  not  true.    The  only  Congress  that 
was  dissolved  w^as  in  the  time  of  Estrada. 
'  Senator  Smith  of  Michigan.  It  was  submitted  then  ? 
Gen.  Chamorro.  No,  sir. 

Senator  Smith  of  Michigan.  The  treaty  was  submitted  then,  was 
it  not? 

Gen.  Chamorro.  No,  sir;  the  Congress  was  called  to  ratify  the 
constitution. 

Senator  Smith  of  Michigan.  And  the  people  refused  that? 
Gen.  Chamorro.  No,  sir;  the  treaty  is  favored  by  a  majority  of 
the  Nicaraguan  people. 

The  Chairman.  What  did  he  say? 

Mr.  Livingston  (the  interpreter).  He  says  the  treaty  of  the  canal 
is  favored  by  a  majority  of  the  Nicaraguan  people.  He  says  that 
besides  being  a  diplomat  he  is  also  a  politician  in  his  own  country 
and  is  in  receipt  of  many  letters  from  his  own  country  approving 
the  idea  of  the  canal  convention. 

Senator  Pomerene.  Has  this  pending  treaty  been  made  public  in 
Nicaragua  ? 

Gen.  Chamorro.  No,  sir. 

Senator  Pomerene.  Do  the  people  generally  know  down  there  that 
it  is  proposed  to  attach  to  this  treaty  the  Piatt  amendment? 

Gen.  Chamorro.  Yes,  sir;  all  the  newspapers  publish  the  idea  that 
they  w^ere  going  to  add  the  Piatt  amendment  to  it. 

Senator  Pomerene.  Do  the  Liberals  as  well  as  the  Conservatives 
favor  the  Piatt  amendment  ? 

Gen.  Chamorro.  The  peaceable  people  are  in  favor  of  it — those 
not  dreaming  of  the  revolutions  all  the  time. 

Senator  Pomerene.  What  portion  of  the  people  then  are  dreaming 
of  revolutions  all  the  time? 

Gen.  Chamorro.  Those  who  are  cut  are  those  who  wish  to  come  in 
in  order  to  help  themselves  on  the  Zelaya  system. 

Senator  Pomerene.  This  Piatt  amendment,  of  course,  to  a  certain 
extent  is  conferring  upon  the  United  States  some  powers  of  sover- 
eignty. Now,  if  this  were  adopted  and  became  a  part  of  the  treaty, 
would  not  that  be  made  an  issue  among  the  Nicaraguan  people? 

Gen.  Chamorro.  The  Nicaraguan  people  as  a  rule  are  sensible, 
especially  those  who  are  able  to  act,  and  they  know  that  the  United 
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States  Government  is  not  in  favor  of  increasing  its  territory;  and 
also  they  have  before  them  the  Cuban  situation  in  which  that  country 
is  prosperous  under  the  operation  of  the  Piatt  amendment  and  they 
consider  the  sovereignty  of  Cuba  being  in  no  way  affected  by  the 
Piatt  amendment,  and  they  thmk  the  same  rule  would  apply  in 
Nicaragua. 

Senator  Pomeeene.  It  is  quite  clear  from  our  standpoint,  as  I 
understand  it,  that  we  do  not  want  any  of  your  territory  down  there, 
but  the  question  in  my  mind  is  as  to  how  this  proposition  might 
affect  the  Nicaraguans  themselves. 

Gen.  Chamorro.  The  idea  is  to  have  peace,  and  they  think  the  only 
way  they  can  obtain  that  peace  is  simply  by  the  Piatt  amendment,  by 
giving  authority  to  the  United  States  Government  to  supervise  in 
case  of  necessity  or  need. 

Senator  Pomerene.  Has  the  amount  which  it  is  proposed  to  give 
to  the  Xicaraguan  people  for  these  concessions  by  the  United  States 
been  made  public? 

Gen.  Chamorro.  Yes,  sir;  it  is  known. 

Senator  Pomerene.  Is  any  objection  made  as  to  the  amount? 

Gen.  Chamorro.  No,  sir;  none  whatever. 

Senator  Pomerene.  These  rights  under  this  treaty  are  perpetual. 
Do  the  Nicaraguan  people  generally  appreciate  that  fact  ? 

Gen.  Chamorro.  The  Nicaraguan  people  see  that  there  is  only 
one  nation  that  could  build  a  canal  for  Nicaragua,  and  that  is  the 
United  States  of  America,  and  therefore,  if  it  is  for  a  limited  time  or 
for  eternity,  it  is  the  same  thing  to  them. 

Senator  Pomerene.  If  this  treaty  were  to  be  ratified  by  both  Gov- 
ernments, Avould  not  the  people  who  were  out  and  who  were  opposed 
to  Diaz  make  the  fact  of  the  ratification  of  this  treaty,  and  particu- 
larly of  the  Piatt  amendment,  an  issue  locally  in  Nicaragua? 

Gen.  Chamorro.  No,  sir ;  I  think  there  would  be  none.  My  private 
opinion  is  that  the  liberal  party  will  in  the  end  be  glad  that  the  Piatt 
amendment  has  been  put  in  there  because  that  is  the  only  way  they 
could  get  in  power  again. 

Senator  Pomerene.  Is  there  opposition  down  there  now  to  the 
American  marines  staying  there? 

Gen.  Chamorro.  There  is  some,  but  not  generally. 

Senator  Pomerene.  If  the  American  marines  were  withdrawn, 
would  there  likely  be  another  revolution? 

Gen.  Chamorro.  No,  sir.  I  look  at  it  in  this  way:  That  if  the 
treaty  was  passed,  then  there  would  be  no  revolution — if  the  marines 
were  retired.  Now,  in  case  they  were  retired,  there  might  be  a  revolu- 
tion, but  it  would  not  be  successful. 

Senator  Pomerene.  Do  you  think  that  President  Diaz,  with  his 
army  of  1,000,  would  be  able  to  preserve  peace? 

Gen.  Chamorro.  The  army,  in  times  of  peace,  is  composed  of  1,000 
men,  and  in  case  of  necessity  they  could  muster  Ix^tweon  9,000  and 
10,000  men,  and  my  party  is  more  apt  at  war  because  they  have  been 
fighting  for  years. 

Senator  Pomerene.  As  a  citizen  of  Nicaragua,  and  as  the  minister 
from  that  country,  would  you  advise  the  withdrawal  of  the  American 
marines  now? 

Gen.  Chamorro.  As  far  as  I  am  personally  concerned,  it  is  a  mat- 
ter of  indifference  to  me.     I  do  not  thiid<  if  would  do  anv  harm  if 
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they  were  retired,  but,  at  the  same  time,  there  possibly  might  be  some 
disturbances. 

Senator  Pomerene.  I  want  to  ask  another  question,  and  if  you 
have  any  delicacy  about  answering  it  I  will  not  insist  upon  it.  Do 
you  know,  or  do  you  care  to  state,  what  the  position  of  President 
Diaz  is  with  respect  to  the  withdrawal  of  these  troops  ?  You  do  not 
need  to  answer  that  question  if  it  embarrasses  you  in  any  way. 

Gen.  Chamorro.  I  think  President  Diaz's  idea  is  that  they  should 
not  be  retired. 

Senator  Pomerene.  Is  any  European  country,  or  the  representative 
of  any  European  country,  seeking  now  to  obtain  these  canal  rights  ? 

Gen.  Chamorro.  Of  course  this  is  confidential;  but  the  charge 
d'affaires  of  Germany  has  made  an  offer  for  the  canal  rights  and 
options,  and  he  proposes  better  terms  than  the  United  States  Govern- 
ment can  give  them. 

Senator  Pomerene.  Is  that  on  behalf  of  the  German  Government? 

Gen.  Chamorro.  It  is  on  behalf  of  the  German  Government.  The 
German  minister  in  Guatemala  is  in  charge  of  the  affair. 

Senator  Pomerene.  Do  you  know,  or  care  to  state,  what  that 
offer  is  ? 

Gen.  Chamorro.  The  charge  d'affaires  of  Germany  told  President 
Diaz  that  the  Government  of  Nicaragua  was  sacrificing  their  inter- 
ests in  giving  concessions  to  the  United  States  in  the  present  terms. 
They  do  not  specify  any  terms  as  to  what  Germany  would  give,  but 
he  said  better  terms  and  conditions  than  they  could  get  from  the 
United  States. 

Senator  Pomerene.  I  understood  the  minister  to  say  a  moment  ago 
that  he  did  not  feel  that  any  Government  except  the  United  States 
could  afford  to  build  that  canal. 

Gen.  Chamorro.  That  is  my  opinion,  but  that  does  not  prevent 
other  people  from  having  different  opinions. 

Senator- Pomerene.  I  think  that  is  all  I  care  to  inquire  about. 

Mr.  Livingston  (the  interpreter).  Gen.  Chamorro  wishes  to  state 
that  the  German  Government  is  bringing  great  pressure  to  bear  on 
the  Nicaraguan  Government  on  account  of  the  claims  of  German  citi- 
zens, and  he  thinks  that  refers  somewhat  to  that  proposition  of  theirs. 

Senator  Smith  of  Michigan.  What  are  those  claims? 

Gen.  Chamorro  (through  the  interpreter).  One  of  the  claims  of 
a  German  citizen,  Mr.  Weist,  is  $176,000. 

Senator  Smith  of  Michigan.  He  is  the  man  who  had  the  railroad  ? 

Gen.  Chamorro.  Yes,  sir;  and  there  are  other  claims  of  German 
merchants  in  Nicaragua  who  have  advanced  merchandise  and  goods 
to  the  Government  of  Nicaragua. 

Senator  Smith  of  Michigan.  The  Government  officials? 

Gen.  Chamorro.  To  the  Government. 

Senator  Smith  of  Michigan.  $176,000  does  not  represent  the  Weist 
claim.     That  was  for  the  cancellation  of  the  railroad  lease. 

Gen.  Chamorro.  Altogether  there  are  three  hundred  and  seventy 
and  some  odd  thousands  of  dollars  due  the  German  people. 

Senator  Smith  of  Michigan.  The  railroad  was  prosperous  under 
Mr.  Weist,  was  it  not? 
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Gen.  CHA^roRRo.  When  the  railroad  was  delivered  over  by  Mr. 
Weist  you  could  not  travel.  It  is  what  you  say  here,  a  right  of  way 
^nd  a  streak  of  rust. 

Senator  Smith  of  Michigan.  J^Ut  the  reports  do  not  bear  that  out. 
HoWever,  that  is  heither  here  nor  th^re. 

Gen.  Chamorro.  Mr.  Weist  can  have  his  bWh  privilege  to  say  so. 

Senator  Smith  of  Michigan.  They  claim  it  Was  a  Very  prosperous 
property. 

The  Chairman.  Let  me  ask  if  Mr.  Cuadra  is  not  bett'er  prepared 
to  answer  questions  respecting  the  finances  of  Nicaragua  '^. 

Geh.  Chamorro.  Yes,  sir. 

Senator  Pomerene.  Have  you  any  personal  knowledge  as  to  the 
depth  of  the  water  in  this  Fonseca  Bay  along  the  Nicaraguan  coast? 

Gen.  Chamorro.  Not  personally. 

Senator  Pomerene.  Is  it  navigable? 

Gen.  Chamorro.  Yes,  sir;  it  is  navigable. 

Senator  Pomeren^.  Nbw,  another  question.  What  portioh  of  the 
Nicaraguan  people  would  you  say  are  at  the  present  time  supporters 
of  President  Diaz  and  his  regime? 

Gen.  Chamorro.  More  than  half. 

Senator  Hitchcock.  How  much  does  the  Presidency  cost  a  year? 

Geh.  Chamorro.  The  President  earns  $12,000  a  yeat  as  salary  and 
$I^,000  a  year  for  representation,  as  they  call  it. 

Senator  Shively.  Is  that  last  $12,000  for  the  expanses  of  keepihg 
iip  the  presidential  mahsioii? 

Gen.  Chamorro.  Yes,  sir. 

The  Chairman.  It  is  now  12  o'clock,  and  it  would  be  useless  to 
put  Mr.  Cuadra  on  the  stand  at  this  time.  If  there  is  no  objection 
the  committee  will  meet  on  Thursday  morning  next  at  10  o'clorck, 
atid  would  be  glad  if  Mr.  Cuadra  Would  be  h^re  at  that  time. 

(Accordingly,  at  12  o'clock  m.,  the  committee  adjourned  until 
Thursday,  June  25,  1914,  at  10  o'clock  a.  m.) 
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THURSDAY,    JUNE    25,    1914. 

Committee  on  Foreign  Relations, 

United  States  Senate, 

Washington^  D,  C. 
The  committee  met  at  10  o'clock  a.  m.  pursuant  to  adjournment. 
Present:  Senators  Stone  (chairman),  Hitchcock,  Williams,  Pom- 
erene,  Saulsbury,  Smith  of  Michigan,  Root,  and  McCumber.  Also 
Hon.  William  Jennings  Bryan,  Secretary  of  State;  Pedro  Rafael 
Cuadra,  financial  agent  of  Nicaragua;  and  Jose  L.  Livingston,  of 
the  Nicaraguan  legation. 

STATEMENT  OF  PEDEO  RAFAEL  CUADRA,  FINANCIAL  AGENT  OF 

NICARAGUA. 

The  Chairman.  Please  state  your  name  and  official  title. 

Mr.  Cuadra.  My  name  is  Pedro  Rafael  Cuadra;  I  am  financial 
agent  of  Nicaragua. 

Senator  Smith  of  Michigan.  Are  you  minister  of  finance  ? 

Mr.  Cuadra.  No,  sir;  I  was  formerly  minister  of  finance. 

Senator  Smith  of  Michigan.  But  you  are  not  now  ? 

Mr.  Cuadra.  I  am  not  now ;  no,  sir. 

The  Chairman.  You  say  you  are  not  minister  of  finance? 

Mr.  Cuadra.  After  having  accepted  the  place  of  financial  agent,  I 
had  to  resign  as  minister  of  finance. 

The  Chairman.  What  are  the  duties  in  general  of  the  financial 
agent  ? 

Mr.  Cuadra.  To  obtain  loans  and  take  charge  of  all  matters  per- 
taining to  the  financial  interests  of  Nicaragua  and  to  look  after  the 
international  part  of  the  business. 

The  Chairman.  Is  there  any  statement  that  you  desire  to  make  to 
the  committee? 

Mr.  Cuadra.  I  desire  to  make  a  short  statement  before  being  ques- 
tioned, if  you  will  allow  me.  I  will  give  the  reasons  why  I  am 
here,  etc. 

The  Chairman.  You  may  proceed. 

Mr.  Cuadra.  After  the  Walker  war,  for  30  years  there  was  com- 
plete peace  and  self-government,  so  much  so  that  the  rest  of  Central 
America  called  us  the  Switzerland  of  Central  America.  This  was  up 
to  1893,  when  Zelaya  entered  into  power.  In  1893  the  revolutionary 
party  came  in  power  and  remained  in  control  in  their  own  way  until 
1910.     There  was  a  marked  feeling  in  favor  of  the  American  people 
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there  on  account  of  Americans  who  remained  after  Walker  left,  and 
also  the  association  with  travelers  at  the  time  of  Transit,  and  because 
of  the  greater  part  of  young  people  of  Nicaragua  being  educated  in 
the  United  States.  The  Government  of  the  United  States  offered  or 
volunteered  its  services  to  help  us,  and  we  accepted  with  pleasure,  be- 
lieving that  was  the  opinion  of  all — the  people  of  the  United  States 
as  well  as  the  administration.  We  followed  strictly  the  advice  of 
the  Government  of  the  United  States  in  regard  to  establishing  a 
gold-money  system  and  getting  a  loan  from  bankers,  and  everything 
that  was  necessary.  In  fact,  we  simply  acted,  taking  it  for  granted 
that  the  United  iStates  Government  was  taking  a  paternal  interest 
in  us.  Up  to  that  time  the  paper  money  in  the  country  only  was  in 
circulation,  and  they  carried  it  to  such  an  excess  that  the  condition 
of  the  country  was  fatal.  The  people  got  so  accustomed  to  paper 
money  that  it  was  the  hardest  work  in  the  w^orld  to  accept  the  new 
system  recommended  by  Mr.  Conant  and  Mr.  Harrisoin.  In  the  first 
place  it  was  rejected  by  the  assembly,  but  after  a  great  deal  of 
trouble  it  was  finally  accepted. 

Senator  Smith  of  Michigan.  Will  you  please  give  the  date  when 
it  was  accepted? 

Mr.  CuADKA.  In  1912.  Then  came  the  troubles;  what  they  called 
the  "  dollar  diplomacy "  here  failed,  on  account  of  the  change  of 
administration,  and  there  was  trouble  with  the  bankers,  and  they 
could  not  do  anything.  The  customhouse  w^as  in  the  hands  of  the 
bankers,  and  we  were  without  rents  or  anything.  Being  in  that  con- 
dition I  came  here,  as  financial  agent,  to  see  what  I  could  do  to  raise 
money  to  settle  the  affairs.  I  was  minister  of  finance  a  year  and  a 
half. 

Senator  Smith  of  Michigan.  When  did  you  take  office  ? 

Mr.  CuADRA.  I  think  it  was  the  26th  of  October,  1911. 

The  Chairman.  When  did  you  resign? 

Mr.  CuADRA.  When  I  was  named  financial  agent.  As  the  consti- 
tution does  not  allow  any  individual  to  hold  two  positions,  when  I 
came  here  to  sign  contracts  my  position  as  minister  of  finance  ended. 

Senator  Smith  of  Michigan.  Give  the  date  when  it  ended. 

Mr.  CuADRA.  When  I  came  here  my  Government  had  already  es- 
tablished the  gold  system,  and  the  bankers  had  the  customhouse,  and 
we  found  ourselves  in  a  bad  condition,  and  thinking  the  equality 
of  the  American  policy  was  universal  we  thought  this  Government 
would  do  again  what  the  Government  had  done  before,  and  I  saw 
Mr.  Bryan,  and  Mr.  Bryan  tried  to  help  me.  I  went  to  the  bankers, 
and  they  told  me  that  if  the  United  States  Government  guaranteed 
peace  and  stability  of  government  they  would  try  to  help  us,  and 
when  they  had  confidence  in  the  United  States  they  helped  us  tempo- 
rarily. 

Senator  Smith  of  Michigan.  Please  indicate  when  you  left  the 
office  of  minister  of  finance.  You  took  it  on  October  2G.  When 
did  you  leave  it  ? 

Mr.  CuADRA.  The  very  fact  that  I  was  named  financial  agent — my 
commission  as  minister  of  finance  ended. 

Senator  Smith  of  Michigan.  What  was  the  date? 

Mr.  CuADRA.  In  October  last  I  signed  a  contract  for  a  loan;  I  sup- 
pose then  my  position  as  minister  of  finance  had  ended. 

Senator  Smith  of  Michigan.  In  October,  1913? 
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Mr.  CuADRA.  Yes,  sir. 

The  Chairman.  Who  succeeded  you  as  minister  ? 

Mr.  Cuadra.  a  brother  of  mine — Eulogio  Cuadra.  Then  I  named 
Mr.  Douglas  as  the  lawyer,  because  I  knew  him,  being  considered  a 
good  lawyer  and  a  professor  in  the  Georgetow^n  University  of  Law, 
where  a  nephew  of  mine  was  studying  law. 

I  wish  now  to  make  a  statement  in  connection  w^ith  what  has  been 
said  of  Mr.  Douglas.  There  is  no  contingent  fund  coming  from 
me,  and  therefore  I  wish  to  deny  positively  what  the  press  says,  that 
he  was  to  receive  a  contingent  sum  of  $50,000.     That  I  deny. 

Senator  Hitchcock.  Is  there  anyone  else  in  the  United  States  who 
was  employed  by  Nicaragua  or  by  anyone  else  to  assist  in  securing 
this  treaty  ?      /^     ^.  „,-,*«., 

Mr.  CuADRAi.  No  one  what^^.  I  have  not  interested  anybody  in 
the  question  of ^»^^eaty.  ^Jiff<^  simply  left  it  to  the  justice  and  fair 
quality  of  the  Unitecl  "States  in  the  matter. 

Senator  Wili^iams.  Mr.  Chairman,  has  Mr.  Cuadra  filed  as  yet  a 
specific  itemized  account  of  Nicaragua's  debts,  to  whom  they  are  due, 
and  where  held  at  present,  and  for  what  purpose  the  debts  were  con- 
tracted? Has  that  been  done  as  yet?  If  not,  I  would  like  to  ask 
Mr.  Cuadra  to  furnish  it. 

Senator  Smith  of  Michigan.  He  filed  a  general  statement,  which 
is  in  volume  No.  1  of  this  hearing 

Senator  Willi^^ms.  I  understand  that,  but  I  would  like  to  know 
with  whom  those  debts  were  contracted — w^ith  what  banking  firms — 
who  holds  them,  where  they  are  now  due,  and  to  whom.  They  may 
have  passed  into  other  hands.  I  would  like  to  have  a  tabulated  state- 
ment of  the  whole  matter. 

The  Chairman.  Had  you  not  better  let  Mr.  Cuadra  finish  his 
statement  in  order  that  it  may  be  made  in  a  connected  manner? 

Senator  Williams.  Very  well. 

Mr.  Cuadra.  Being  in  that  state  of  mind,  under  conditions  of  a 
treaty  of  peace,  I  spoke  to  Mr.  Bryan  and  Mr.  Bryan  helped  me. 
Mr.  Bryan  spoke  to  Senator  Bacon.  He  is  the  one  who  suggested 
the  idea  of  introducing  the  Piatt  amendment.  Mr.  Bryan  intro- 
duced me  to  Senator  Bacon  and  Senator  Bacon  is  the  one  who  pro- 
posed the  idea  of  adding  the  Piatt  amendment  to  the  treaty. 
Then  I  proposed  to  my  Government  and  it  accepted  the  idea  with 
pleasure.  The  whole  Government  believed  it  was  the  best  thing  to 
do — to  have  the  Piatt  amendment  attached  to  the  canal  convention. 
There  is  a  mistaken  idea  on  the  part  of  the  people  of  the  United 
States,  who  believe  that  the  Piatt  amendment  is  required  to  keep 
the  present  Government  in  power,  because  in  Nicaragua,  as  well  as 
other  Central  American  countries,  they  can  remain  in  power  for 
years,  the  same  as  Porfirio  Diaz  in  Mexico,  Zelaya,  Castro,  and  all 
of  them.  It  was  for  the  good  of  the  country  that  we  simply  want  the 
Piatt  amendment  added  to  it.  We  look  upon  the  American  marines  ^* 
as  not  a  thing  to  sustain  the  Government,  but  simply  as  a  matter  of  ri 
economy,  because  we  do  not  require  to  keep  the  troops  in  hand. 

Secretary  Bryan.  Mr.  Chairman,  with  regard  to  the  reference 
made  to  Senator  Bacon  I  might  explain,  so  that  the  record  will  show 
it,  that  the  treaty  that  was  presented  during  the  former  administra- 
tion contained  clauses  that  gave  this  country  certain  rights  down 
there  to  interfere,  and  Senator  Bacon  had  approved  that  treaty. 
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When  it  was  brought  np  again  undei*  this  administration  he  ex- 
plained his  objections  to  it  and  finally  said  that  he  would  be  willing 
to  go  as  far  as  tl^e  Piatt  amendment,  and  I  took  the  matter  up  with 
the  President,  and  he  thought  that  would  be  a  good  substitute  for 
what  the  other  treaty  contained.  So  the  idea  of  putting  the  sub- 
stance of  the  Piatt  amendment  in  came  as  a  suggestion  from  Senator 
Bacon,  who  had  objected  to  the  form  of  the  original  treaty. 

Senator  Root.  That  suggestion  was  made  at  a  meeting  of  the  com- 
mittee here. 

Secretary  Bryan.  Yes.  I  mentioned  that  while  Senator  Bacon 
was  alive. 

Mr.  CuADRA.  In  view^  of  the  services  lent  by  Mr.  Bryan,  the  bank- 
ers offered  to  help  us  on  gradually  until  the  canal  convention  was 
signed,  when  they  did  make  the  advances,  and  last  year  we  signed 
a  contract  for  a  loan  of  money — $1,000,000 — with  Brown  Bros,  at  6 
per  cent  interest — one  year's  credit — and  the  same  was  delivered  in 
total  without  discount.  One  of  the  Government  ways — of  Mr. 
Zelaya — in  the  previous  administration  was  in  order  to  make  the 
people  happy,  to  give  them  the  free  use  of  the  railroad,  not  only  for 
persons,  but  also  for  merchandise. 

Mr.  Livingstone  (the  interpreter).  I  know  that  myself  as  a  fact. 

Mr.  CuADRA.  When  I  came  to  be  minister  of  finance  I  made  up 
my  mind  to  put  a  stop  to  that  free  riding  and  proposed  to  Brown 
Bros,  to  see  if  they  could  not  enter  into  some  combination  of  manage- 
ment with  the  Government,  which  they  did,  and  Brown  Bros,  ad- 
vanced money  and  established  the  monetary  system. 

Senator  Hitchcock.  Will  you  please  give  us  the  history  of  the 
railroad? 

Mr.  CuADRA.  It  began  in  1876. 

Senator  Hitchcock.  What  did  it  cost  ? 

Mr.  CuADRA.  The  first  few  miles  cost  $10,000. 

Senator  Smith  of  Michigan.  A  mile? 

Mr.  CuADRA.  Yes,  sir;  and  afterwards  the  contractors  raised  it  to 
$20,000  a  mile,  as  the  value  w^as  then  increasing. 

Senator  Hitchcock.  How  much  was  the  total  cost  ? 
.  Mr.  CuADRA.  AVhen  we  came  to  give  Brown  Bros,  an  option,  there 
was  a  man  by  the  name  of  Mr.  Passmore,  an  Englishman,  who  had 
valued  it  at  $2,017,000. 

Senator  Hitchcock.  I  ask  you  what  it  cost.  The  country  built  it. 
What  did  it  cost? 

Mr.  CuADRA.  Of  course  I  have  no  fixed  data  for  it,  but  I  think 
$2,000,000  was  the  total  cost  of  the  road. 

Senator  Hitchcock.  Where  did  the  country  get  the  money  to  build 
the  road  ? 

Mr.  CuADRA.  The  road  was  begun  and  was  built  with  the  surplus 
of  the  Government  moneys,  because  at  that  time  the  Government 
was  worked  on  an  economical  basis;  and  then,  when  it  came  to  the 
end  and  they  found  themselves  short  of  money,  they  raised  a  loan 
of  £280,000. 

Senator  Hitchcock.  How  much  had  been  put  in  })efore  the 
£280,000  had  been  borrowed? 

Mr.  CiTADRA.  I  am  not  certain;  but  with  the  loan  of  £280,000 — 
which  is  $1,400,000— there  was  paid  to  Norris  $400,000.     Therefore 
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the  $1,000,000  was  taken  to  pay  the  other  expenses  that  the  Govern- 
ment had;  but  whether  it  was  applied  to  the  original  amount,  I  do 
not  know. 

Senator  Hitchcock.  Is  there  not  any  statement  which  shows  the 
cost  of  that  railroad  ? 

Mr.  CuADRA.  There  may  be,  but  I  do  not  know.  I  can  ask  my 
Government  and  see  if  it  could  furnish  a  statement. 

Senator  Hitchcock.  When  was  it  finished  ? 

Mr.  CuADRA.  In  1886. 

Senator  Hitchcock.  How  many  years  did  it  pay  a  profit? 

Mr.  CuADRA.  It  always  produced  a  profit,  because  only  expense  for 
operating  was  taken  from  the  receipts.     Do  you  understand  ? 

Senator  Hitchcock.  No. 

Mr.  Livingstone.  If  they  received  $10  and  spent  $11,  the  treasury 
supplied  the  difference. 

Senator  Hitchcock.  I  want  to  know  whether  the  total  earnings 
of  the  road  were  greater  than  the  total  expenses  of  the  road  ? 

Mr.  CuADRA.  Yes;  and  for  that  reason,  as  I  have  explained,  there 
were  always  receipts  greater  than  the  expenses,  because  the  ex- 
penses were  not  mentioned. 

Senator  Hitchcock.  How  long  did  this  German  have  the  road 
leased  ? 

Mr.  CuADRA.  I  do  not  remember  that,  because  I  was  not  in  Nica- 
ragua at  that  time. 

Senator  Hitchcock.  What  did  he  pay  a  year  for  the  lease? 

Mr.  CuADRA.  I  do  not  know  myself.  The  whole  thing  was  a  mys- 
tery there  with  Zelaya  and  the  rest  of  them,  and  nobody  could  make 
head  or  tail  of  the  whole  business. 

Senator  Hitchcock.  That  is  the  trouble.  I  think  we  ought  to  have 
something  definite.  I  would  like  a  statement  of  the  earnings  of  that 
road,  and  what  it  cost. 

Senator  Smith  of  Michigan.  I  think  that  Weist's  last  report  will 
show  it,  and  I  think  we  can  get  that  report.  It  shows  his  operation 
of  it  and  the  amount  of  business,  gross  and  net — what  it  was  doing — 
and  he  bases  his  claim,  which  he  has  filed  with  the  Department  of 
State — I  believe,  first,  for  $1,000,000,  was  it  not? — upon  a  breach 
of  contract. 

Secretary  Bryan.  I  do  not  know  about  that. 

Senator  Smith  of  Michigan.  I  think  it  was  finally  adjusted  for 
about  $360,000.  So  that  represented  a  loss  by  reason  of  the  cancella- 
tion of  his  contract. 

Senator  Hitchcock.  Will  you  state  whether  this  £280,000  is  in- 
cluded in  the  Ethelburga  Syndicate  debt? 

Mr.  CuADRA.  Yes,  sir ;  it  is  included  in  the  Ethelburga  debt. 

Senator  Hitchcock.  When  was  the  Ethelburga  debt  consolidated  ? 

Mr.  CuADRA.  In  1909. 

Senator  Hitchcock.  What  did  the  bonds  sell  for  before  they  were 
consolidated  ? 

Mr.  CuADRA.  They  went  down  to  even  60,  because  they  were  not 
able  to  pay  the  interest  or  the  principal. 

Senator  Hitchcock.  So  that  this  Ethelburga  debt,  which  stands 
at  $6,000,000  now,  was  on  the  market  at  $3,600,000? 

Mr.  CuADRA.  No ;  that  was  before  the  consolidation  of  the  loan. 
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Senator  Hitchcock.  But  that  is  what  I  mean;  that  before  the 
Ethelburga  bonds  were  consolidated  into  one  syndicate  they  were 
only  worth  $3,600,000,  whereas  now^  Nicaragua  has  myt  to  pay 
$6,000,000? 

Mr.  CuADRA.  This  £280,000  was  consolidated  to  Ethelburga  at  86. 

Senator  Hitchcock.  When  was  that? 

Mr.  CuADRA.  In  1909. 

Senator  Hitchcock.  When  w  as  that  ? 

Mr.  CuADRA.  1909. 

Senator  Hitchcock.  No  ;  but  I  mean  before  that  time. 

Mr.  CuADRA.  They  really  were  not  worth  anything,  apparently,  be- 
cause they  were  not  able  to  pay  principal  or  interest,  but  when  the 
Ethelberga  Co.  came  in  and  made  a  contract  wdth  the  Government 
they  were  taken  in  by  the  Ethelburga  people  at  86. 

Senator  Hitchcock.  Before  that  they  had  been  on  the  market  at 
55  to  60? 

Mr.  CuADRA.  Yes. 

Senator  Hitchcock.  Ethelburga  did  not  lend  the  money  to  Nica- 
ragua ;  they  simply  bought  these  bonds,  the  people  that  held  them ;  or 
were  they  united-  in  a  syndicate  ?     What  is  the  Ethelburga  Co.  ? 

Mr.  CuADRA.  You  will  find  that  in  the  bondholders'  book,  which 
I  gave  you  a  copy  of  the  other  day.  That  is  beyond  me,  and  I  do  not 
know  about  it. 

Senator  Hitchcock.  But  the  consolidation  was  on  a  basis  of  8-6 
cents? 

Mr.  CuADRA.  Yes,  sir;  on  86  cents. 

Senator  Hitchcock.  Ask  him  if  he  can  secure  from  his  Govern- 
ment a  statement  from  Nicaragua  as  to  the  cost  of  the  road  and  where 
the  money  came  from  and  Avhat  its  earnings  were  for  the  first  20 
years. 

Mr.  CuADRA.  I  think  I  can  obtain  that. 

Senator  Smith  of  Michigan.  I  should  like  to  ask  you  a  question. 
You  were  minister  of  finance  from  October  26,  1911,  until  October, 
1913.  What  w^as  the  volume  of  the  Nicaraguan  currency  at  the  be- 
ginning of  the  year  1911  ?  I  will  give  you  the  figures,  and  see  if  I 
am  not  correct,  to  save  you  from  speculating  on  it.  There  were 
$26,627,103.95.     Is  that  correct? 

Mr.  CuADRA.  Yes. 

Senator  Smith  of  Michigan.  Between  the  28th  of  April  and  the 
24th  of  October  the  volume  of  the  Nicaraguan  currencv  was  in- 
creased $23,424,000,  making  a  total  of  $47,000,000? 

Mr.  CuADRA.  Yes. 

Senator  Smith  of  Michigan.  Out  of  that  increase,  which  seems  to 
have  been  arbitrarily  made,  there  were  certain  sums  paid  to  your 
family,  and  to  Chamorro,  and  to  President  Diaz — is  he  saying  that 
I  am  right? 

Mr.  Livingstone  (the  interpreter).  No,  sir;  he  is  saying  it  is  a 
calumny. 

Senator  Smffh  of  Michigan.  Let  me  go  at  it  in  a  little  different 
way.  In  the  index  bureau  of  our  State  Department,  index  file 
41700-120,  there  is  a  report  from  Consul  (lunther,  at  Managua,  dated 
January  11,  1912,  No.  169,  in  which  Gunther  reports  to  the  Secretary 
of  State  that  Adolpho  Diaz  was  paid  out  of  the  treasury  of  Nica- 
ragua 750,000  pesos;  Gen.  Mena 
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Senator  Williams.  Ycu  had  better  let  him  understand  you  as  you 
go  along. 

Senator  Smith  of  Michigan.  Do  you  understand  me? 

Mr.  CuADRA.  I  understand  you. 

Senator  Smith  of  Michigan.  Gen.  Mena,  1,023,210  pesos 

Senator  McCumber.  Was  that  dollars  or  pesos  ? 

Senator  Smith  of  Michigan.  Pesos.  They  mark  it  in  Nicaragua 
"dollars." 

The  family  of  Mr.  Chamorro,  the  present  minister,  was  paid 
6,138,834  pesos.  N.  R.  Allen,  on  August  21,  1911,  of  the  Leonas  Gold 
Mine  Co.,  was  paid  480,000  pesos  or  $40,000  in  gold.  The  "  Bellanges 
Incorporated,"  on  August  21,  1911,  was  paid  480,000  pesos.  This  is 
an  American  company  at  Bluefields,  and  the  president  is  a  friend  of 
Diaz.  So  that  I  should  like  to  have  it  appear  that  on  November  2, 
12  days  after  you  became  minister  of  finance,  Emilino  Chamorro  was 
paid  10,000  pesos,  Saivadore  Chamorro  42,000  pesos,  Salvadore  Cha- 
morro 18,000  pesos,  Salvadore  Chamorro  18,000  additional  pesos, 
Pedro  Chamorro  40,250  pesos,  Salvadore  Chamorro  139,307  pesos? 
On  July  19  of  the  same  year  Pedro  Chamorro  was  paid  480,000 
pesos,  July  19  Salvadore  Chamorro  was  paid  240,000  pesos,  Julia  de 
Chamorro  was  paid  180,000  pesos,  Carlotta  Chamorro — is  she  any 
relation  of  yours  ? 

Mr.  Cltadra.  No;  T  have  not  paid  snxj  such  sums.    It  is  a  calumny. 

Senator  Smith  of  Michigan^  Carlotta  Chamorro  was  paid  10,000 
pesos,  Resenda  Chamorro  78,000  pesos,  Resenda  Chamorro  10,000 
pesos,  Salvadore  Chamorro  and  others  in  the  aggregate  2,400,000 
pesos.  That  the  total  payments  contained  in  this  report  of  Consul 
Gunther  aggregated  $21,206,257.71. 

Secretary  Bryan.  What  did  a  peso  amount  to  at  that  time? 

Mr.  Livingstone  (the  interpreter).  20  to  1. 

Senator  Smith  of  Michigan.  12J  to  1  was  the  exchange  at  that 
time. 

Mr.  CuADRA.  No,  sir;  20  to  1. 

Senator  McCumber.  What  is  a  peso  compared  with  our  money  ? 

Senator  Root.  Practically  half  a  dollar. 

Secretary  Bryan.  These  you  said  were  at  12J. 

Senator  Smith  of  Michigan.  These  at  that  time  were  12|  to  1. 
That  was  the  rate  of  exchange. 

Secretary  Bryan.  12^  pesos  to  make  a  dollar. 

Senator  Smith  of  Michigan.  That  was  the  rate  of  exchange  at  that 
time. 

On  February  29,  1912,  the  Assistant  Secretary  of  State  wrote  to 
Minister  Weitzel,  the  American  minister  at  Managua,  concerning 
these  payments  out  of  the  Nicaragua  treasury,  dwelling  particu- 
larly— I  quote — upon  the  payments  made  to  the  relatives  of  Mena, 
Chamorro,  and  Mena  himself,  and  denounced  it  as  an  incredible  sum, 
and  in  open  and  flagrant  violation  of  the  agreement  between  Nica- 
ragua and  the  United  States,  in  that  they  were  not  submitted  to  the 
Mi^ed  Claims  Commission  at  all.  The  Assistant  Secretary  of  State 
denounced  it  as  a  flagrant  injustice  and  bad  faith,  and  an  open  breach 
and  violation  of  article  1  of  the  Mixed  Claims  decree.  I  should  like 
to  ask  you  whether  you  know  anything  about  that.  What  do  you 
know  auout  it  ? 
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Tell  US  what  he  says.  Mr.  Livingstone,  if  you  can.  Do  not  let  him 
make  a  statement  and  give  us  your  version  of  it. 

Mr.  Livingstone  (the  interpreter).  He  says  those  were  claims  that 
arose  from  ill  treatment  and  robbery  and  the  taking  of  properties 
from  the  Chamorros. 

Senator  Smith  of  Michigan.  Are  you  related  to  the  Chamorro 
family  ? 

Mr.  CuADRA.  I  am  married  to  one  of  them. 

Senator  Smith  of  Michigan.  Which  one? 

Mr.  Livingstone  (the  interpreter).  The  daughter  of  Pedro  Joa- 
quin Chamorro,  who  was  President  of  Nicaragua.  He  is  dead  years 
ago. 

Senator  Smith  of  Michigan.  They  intermarried,  the  Cuadra  and 
Chamorro  families? 

Mr.  CuADRA.  The  only  thing  is  that  I  was  married  to  Miss  Cha- 
morro. 

Senator  Smith  of  Michigan.- 1  do  not  think  he  has  answered  very 
much  about  what  I  said.  He  does  not  antagonize  my  statement, 
which  is  a  matter  of  official  record  in  the  Department  of  State. 

Mr.  Cuadra.  I  made  none  of  those  payments  myself. 

Senator  Smith  of  Michigan.  I  am  not  saying  that  you  made  them. 
T  am  asking  if  that  is  a  correct  statement. 

Mr.  Cuadra.  I  was  not  there  at  the  time  those  payments  were 
made,  if  made — not  in  Nicaragua. 

Senator  Smith  of  Michigan.  He  acquieces,  does  he— — 

Mr.  Livingstone  (the  interpreter).  No,  sir. 

Senator  Smith  of  Michigan.  Wait  a  moment.  You  are  not  the 
man  I  am  looking  for  information  from.  If  you  will  tell  me  what 
he  says  and  tell  him  what  I  say,  I  will  be  obliged  to  you. 

Mr.  Livingstone  (the  interpreter).  But  you  cut  me  off,  Senator. 

Senator  Smith  of  Michigan.  The  volume  of  the  currency,  then, 
being  $26,000,000  and  odd  when  Cuadra  entered 

Mr.  Cuadra.  No,  sir. 

Senator  Smith  of  Michigan.  Just  before  you  entered 

Mr.  Livingstone  (the  interpreter).  No,  sir;  he  says  when  he 
entered  there  had  already  been  in  circulation  $47,000,000. 

Senator  Smith  of  Michigan.  But  there  is  no  denial,  I  guess,  of  the 
facts,  and  I  am  going  to  offer  this  statement  over  the  signature  of 
Estrada,  and  have  it  read  into  the  record,  an  open  letter  to  the  minis- 
ter of  finance  by  ex-President  Estrada,  dated  Bluefields,  May  16, 
1914,  addressed  to  Don  Eulogio  Cuadra,  minister  of  finance,  Mana- 
gua, signed  by  Estrada,  and  printed  in  this  Bluefields  American  of 
that  date.  I  want  that  copied  verbatim  into  the  record  in  connec- 
tion with  the  statement  I  have  made. 

None  of  these  claims  that  I  have  enumerated  were  submitted  to  the 
Mixed  Claims  Commission  ? 

Mr.  Cuadra.  A  great  many  of  those  claims  that  you  speak  of  were 
for  moneys  advanced  by  these  people  to  help  on  the  revolution,  bor- 
.rowed  from  people  on  their  individual  credit  to  carry  on  the  revolution. 

Senator  Smith  of  Michigan.  Adolpho  Diaz  was  a  poor  man,  was 
he  not 

Mr.  Cuadra.  I  beg  your  pardon.  Adolpho  Diaz  did  not  receive  one 
cent  that  Ix'longed  to  him.  It  belonged  to  the  people  that  he  bor- 
rowed it  from. 
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Senator  Smith  of  Michigan.  He  received  750,000  pesos  ? 

Mr.  CuADRA.  Yes,  sir ;  to  repay  personal  loans  made  to  him  to  help 
the  revolution. 

Senator  Smith  of  Michigan.  The  revolutionists  had  possession  of 
the  customhouses  at  Bluefields  and  other  points  ? 

Mr.  CuADRA.  Only  in  Bluefields  and  Cape  Grazias. 

Senator  Smith  of  Michigan.  They  were  drawing  large  sums  from 
the  customshouses,  were  they  not? 

Mr.  CuADRA.  They  could  not,  because  business  was  then  paralyzed 
because  of  the  revolution. 

Senator  Smith  of  Michigan.  These  items  that  I  have  read  do  not 
include  advances  made  by  the  Government  to  the  Secretary  of  War 
for  military  expenses.    They  are  in  addition  to  this. 

Mr.  CuADRA.  What  the  minister  of  war  did  was  to  pay  for  previous 
expenses,  not  taking  it  out  of  that  money. 

Senator  Smith  of  Michigan.  But  this  money  was  to  go  to  these 
various  people  in  their  private  capacity,  and  was  not  passed  upon 
by  the  Mixed  Claims  Commission  as  provided  in  article  1  of  the 
decree  creating  that  commission.  What  do  you  say  in  answer  to  that 
last  question? 

Mr.  CuADRA.  Those  arrangements  were  made  before  the  commission 
was  signed,  and 

Senator  Smith  of  Michigan.  No.  The  State  Department  called 
the  district  attention  of  the  Government  to  that.  The  witness  is 
mistaken  about  that. 

The  Chairman.  Let  him  make  an  answer. 

Mr.  Livingstone  (the  interpretor).  He  says  that  they  afterwards 
convinced  the  State  Department  they  were  wrong. 

Senator  Smith  of  Michigan.  The  State  Department  demanded, 
did  they  not,  that  this  money  should  be  returned  to  the  Treasury  ? 

Mr.  CuADRA.  I  have  no  knowledge  of  it. 

Senator  Smith  of  Michigan.  I  should  like  to  ask  that  the  chair- 
man  

Senator  Williams.  Let  him  answer.  He  is  trying  to  answer  some- 
thing. 

Senator  Smith  of  Michigan.  I  do  not  know  whether  he  is  or  not. 

The  Chairman.  This  gentleman  was  invited  here,  and  we  must 
treat  him  with  courtesy. 

Senator  Williams.  I  Avill  ask  the  stenographer  to  read  what  was 
said. 

(The  stenographer  accordingly  read  as  follows:) 

Mr  CuADRA.  Those  arraiigenients  were  made  before  the  conuiiis^sion  was 
signed  and 

Senator  Smith  of  Michigan.  No.  The  State  Department  called  the  distinct 
attention  of  the  Government  to  that.     The  witness  is  mistaken  about  that. 

The  Chairman.    Let  him  make  an  answer. 

Mr.  Livingstone  (the  interpreter).  He  says  that  they  afterwards  convinced 
the  State  Department  they  were  wrong. 

Senator  Smith  of  Michigan.  The  State  Department  demanded,  did  they  not, 
that  this  money  should  be  returned  to  the  Treasury? 

Mr.  Cuadra.    I  have  no  knowledge  of  it. 

Senator  Smith  of  Michigan.  I  should  like  to  ask  that  the  chairman 

Senator  Williams.  Let  him  answer.     He  is  trying  to  answer  something. 

Senator  Williams.  Then  he  went  on  and  stated  a  lot  to  the  inter- 
preter which  has  not  been  communicated  to  the  stenographer.  I 
want  that. 
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Mr.  Livingstone  (the  interpreter).  He  says  that  if  that  is  true, 
what  is  reported  there,  it  is  absurd  to  suppos^e  that  he  nor  the  other 
people  of  the  present  government  would  have  dared  to  present  them- 
selves before  the  American  people  and  ask  them  to  help  them,  in 
good  faith. 

Senator  S^iith  of  Michigan.  I  should  like  to  ask  that  the  file  from 
the  State  Department,  No.  41700-120,  be  furnished  to  the  committee 
for  its  use.  That  is  the  full  index  file,  and  contains  letters  and  a  re- 
port from  the  American  charge  at  that  time  and  consul,  Mr.  Gunther, 
to  the  Secretary  of  State. 

Secretary  Bryan.  Put  that  in  the  form  of  a  letter. 

Senator  Smith  of  Michigan.  I  want  it  to  appear  here  that  I 
have  asked  for  it.  It  shows  this  entire  matter  in  detail,  as  well  as  the 
reply  of  the  Secretary  of  State  to  our  minister  at  Managua  regard- 
ing it. 

The  Chairman.  Who  is  the  author  of  the  document? 

Senator  Williams.  You  mean  that  shows  Gunther's  report? 

Senator  Smith  of  Michigan.   Our  consul. 

The  Chairman.   Gunther? 

Senator  Smith  of  Michigan.     Yes;  at  Managua. 

Secretary  Bryan.  Mr.  Cuadra  stated  that  he  afterwards  convinced 
the  State  Department  they  were  wrong.  Would  it  be  worth  while 
to  look  into  the  further  correspondence  and  see  whether  that  matter 
was  discussed? 

Senator  Smith  of  Michigan.  Oh,  yes;  it  ought  to  be  looked  into. 
We  only  want  the  facts. 

Senator  McCumber.  Before  this  conversation  goes  on  longer  I 
wish  you  would  ask  the  interpreter  if  he  can  not  interpret  the  exact 
language  and  not  in  the  third  person  all  the  time,  and  I  think  we  will 
all  understand  him  better.  Instead  of  saying  that  he  says  so-and- 
so,  give  us  his  language. 

Senator  Hitchcock.  And  make  shorter  interpretations. 

Senator  McCumber.  And  speak  the  language  of  the  witness  and 
not  your  own. 

Mr.  Livingstone  (the  interpreter.)  It  is  almost  impossible  to  do 
that. 

Senator  Williams.  In  regard  to  that  statement  of  the  witness 
where  he  says  that  they  convinced  the  State  Department  that  this 
report  of  Gunther  was  a  mistake,  that  ought  to  come  here  with  these 
papers. 

Senator  SMrni  of  Michigan.  Oh,  I  agree  with  you  on  that.  All  of 
this  new  money,  which  was  put  out  by  the  Government  of  Nicaragua 
just  before  you  became  minister  of  finance.  23,000.000  ])esos,  had  been 
covered  into  the  obligations  of  Nicaragua,  funded  by  Brown  Bros, 
in  their  financial  phm,  had  it  not? 

Mr.  Cuadra.  There  was  a  total  of  $47,000,000  paper  money— pesos. 
!  At  that  time  they  were  worth  20  to  1,  and  then,  when  the  money  they 
got  from  Browii  Bros.  $1,500,000,  they  commenced  to  buy  bills  and 
burned  them  uutil  ihey  finally  got  them  12^  to  1. 

Senator  Smtiii  of  Michigan.  But  the  whole  volume  of  the  Nica- 
ragua currency  was  included  in  this  arrangement  with  Brown  Bros.? 

Mr.  Cuadra.  Yes,  sir. 

The  Chahlman.  May  I  ask  a  question?  How  many  pesos  of  the 
47,000,000  are  now  outstanding? 
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Mr.  CuADRA.  There  remains  $2,000,000  in  cordobas.  They  are 
backed  by  $600,000  on  deposit  in  New  York  City. 

Senator  Hitchcock.  Where  are  they  on  deposit  in  New  York  City? 

Mr.  CuADRA.  At  the  beginning  in  the  United  States  Mortgage  & 
Trust  Co.,  and  now  with  the  Bankers. 

Senator  Hitchcock.  Do  they  draw  interest? 

Mr.  CuADRA.  Two  per  cent. 

Senator  Smith  of  Michigan.  Who  is  Sr.  Pedro  Rafael  Cuadra  ? 

Mr.  Livingstone  (the  interpreter).  You  have  him  in  front  of  you. 

Senator  Smith  of  Michigan.  This  gentleman? 

Mr.  Livingstone  (the  interpreter).  Yes,  sir. 

Senator  Smith  of  Michigan.  Were  you  minister  hacienda  ? 

Mr.  Cuadra.  Yes. 

Senator  Smith  of  Michigan.  When  ? 

Mr.  Cuadra.  October  26,  until  I  was  made  financial  agent. 

Senator  Smith  of  Michigan.  Is  it  not  a  fact  that  while  you  were 
minister  hacienda  you  refused  to  pay  these  orders  that  were  issued 
by  Gen.  Mena  ? 

Mr.  Cuadra.  They  were  never  presented  to  me. 

Senator  Saiith  of  Michigan.  I  think  that  is  all  I  care  to  ask. 

Senator  Williams.  Senator  Smith,  I  have  a  suggestion  to  make, 
if  it  meets  with  your  approval.  There  has  been  a  great  deal  of  con- 
fusion in  the  manner  in  which  the  questions  have  been  interrupted 
while  being  interpreted,  and  J:he  answers  being  interrupted  while 
being  interpreted — in  one  way  and  another.  Suppose  you  draw  those 
questions  up  in  writing  and  suppose  they  be  submitted  to  him  and 
let  him  answer  them. 

Senator  Smith  of  Michigan.  Oh,  that  is  not  necessary.  Senator.  I 
have  asked  the  questions  direct,  and  I  think  he  has  understood  them. 
He  has  answered  them  frankly. 

Senator  Williams.  Two  or  three  times  when  he  has  made  some 
answers  the  interpreter  has  not  interpreted  it  to  the  committee. 

Senator  Root.  Might  it  not  suit  the  purpose  after  this  testimony  is 
written  out,  if  this  gentleman  takes  it,  and  if  he  sees  occasion  for  any 
further  answer  or  explanatiob,  let  him  make  it  in  writing. 

Senator  Williams.  All  right. 

Senator  Smith  of  Michigan.  Of  course,  every  courtesy  should  be 
shown,  and  I  am  perfectly  willing  to  do  it,  but  I  do  not  exactly  fancy 
the  matter  being  submitted  to  a  council  of  state.  I  have  asked  the 
questions  frankly.    I  do  not  want  anything  but  the  facts. 

Senator  Williams.  That  is  all  I  want. 

Senator  Smith  of  Michigan.  I  think  we  got  them. 

Senator  Williams.  Three  or  four  times  he  has  made  statements 
to  the  interpreter  that  were  not  communicated  to  the  stenographer. 
In  other  words,  the  answers  have  not  been  put  down. 

Senator  Smith  of  Michigan.  If  the  stenographer  does  not  get  it 
he  ought  to  say  so. 

The  Chairman.  There  can  not  be  any  objection  to  Mr.  Cuadra 
looking  over  his  testimony. 

Senator  Smith  of  Michigan.  That  rests  with  the  chairman. 

Senator  Pomerene.  In  the  taking  of  any  testimony  the  witness 
wants  to  look  over  his  testimony. 

Senator  Root.  And  that  is  peculiarly  so  when  you  have  the  diffi- 
culty of  interpretation. 
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Secretary  Bryan.  And  Senator  Smith  may  want  to  amplify  his 
questions  also. 

Senator  SMrrn  of  Michigan.  No;  I  have  asked  my  questions  care- 
fully. 

The  Chairman.  I  will  ask  you  now  if  you  have  prepared  the  de- 
tailed statement  asked  of  you  some  days  ago  showing  the  indebted- 
ness of  Nicaragua,  the  date  when  it  was  contracted,  when  each  item 
was  contracted,  to  whom  it  is  due,  the  interest  it  bears,  when  it  ma- 
tures, and  for  Avhat  purpose  the  debt  was  made  ? 

Senator  Williams.  And  with  whom  it  was  originally  contracted. 
Mr.  Ci  adra.  It  would  be  impossible  to  give  it  here,  because  I  have 
not  got  the  books. 

The  Chairman.  Caii  you  prepare  it  in  a  few  days  and  let  the 
committee  have  it? 

Secretary  Bryan.  Could  he  make  inquiry  by  cable? 
Mr.  Livingstone  (the  interpreter).  Yes. 

The  Chairman.  Would  he  have  to  communicate  with  his  liome 
Government  ? 

Mr.  CuADRA.  Yes ;  I  have  not  the  books  here,  sir. 
The  Chairman.  That  would  take  some  time.     Could  that  state- 
ment be  prepared? 

Mr.  CuADRA.  It  could  be  done,  sir;  but  it  would  be  a  question  of 
months.  First,  I  should  have  to  write  there,  and  then  they  would 
have  to  put  the  bookkeepers  at  work  there. 

Senator  Smith  of  Michigan.  I  think  we  will  get  that.  Senator, 
from  another  source — from  the  bankers — before  we  get  through. 
The  Chair3Ian.  It  may  be. 

Senator  Smith  of  Michigan.  I  wish,  in  connection  with  this  state- 
ment which  has  been  made — this  Estrada  statement — that  we  might 
have  the  Dawson  pacts  providing  for  the  mixed-claims  commission, 
etc.,  printed. 

The  Chairman.,  What  is  the  statement.  Senator  Smith,  that  you 
have  asked  to  have  inserted  ? 

Senator  Smith  of  Michigan.    It  is  an  official  statement  from  the 

former  President 

The  Chairman.  I  think  the  committee  ought  to  know  what  it  is. 
Senator  Smith  of  Michigan.  I  beg  your  pardon.  I  thought  you 
did  know.  It  is  an  official  statement  prepared  by  the  former  Presi- 
dent of  Nicaragua  and  addressed  to  the  present  minister  of  finance, 
under  date  of  May  10,  1914.  They  publish  those  statements  officially 
In  papers  there,  and  that  constitutes  what  they  call  their  Official 
Bulletin. 

Secretary  Bryan.  This  is  a  former  President  ? 
Senator  Smith   of  Michigan.  Yes;   p]strada,   the   predecessor  of 
Diaz.    Diaz  was  Vice  President  when  Estrada  was  President. 

The  Chairman.  Does  this  gentleman — Sr.  Estrathi — hold  any  posi- 
tion now  ? 
Mr.  Cuadra.  None. 

The  Chairman.  Have  you  ever  seen  this  statement  ? 
Mr.  Ci^ADRA.  Yes.    I  say  it  is  all  a  mistake. 

Secretary  Bryan.  You  would  not  call  it  official  if  it  was  not  from 
a  man  who  was  in  office,  would  you? 

Senator  vSmith  of  Michigan.  I  call  anything  official  that  purports 
to  give  the  fiscal  condition  while  the  person  making  it  was  in  power. 
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Mr.  Livingstone  (the  interpreter).  He  says  that  those  bank  bills 
that  you  speak  of  were  ordered  by  Estrada  for  circulation,  but  were 
not  received  until  after  he  was  no  longer  President;  therefore  it  is 
charged  to  Diaz. 

Senator  Smith  of  Michigan.  That  does  not  matter.  Cuadra  says 
he  found  them  there. 

Mr.  Livingstone  (the  interpreter).  He  says  that  15,000,000  arrived 
when  Diaz  became  President,  and  then  the  balance  came  afterwards 
of  the  23,000,000. 

Senator  Smith  of  Michigan.  The  totals  are  correct. 

Mr.  Cuadra.  You  will  find  that  in  Mr.  Conant's  book. 

The  Chairman.  Let  me  ask  this :  Do  I  understand  you  to  say  that 
this  statement  exhibited  by  Senator  Smith  of  Michigan  is  incorrect? 

Mr.  Cuadra.  It  is  exact^ — proper,  correct. 

The  Chairman.  It  is  correct? 

Mr.  Cuadra.  The  only  difference  is  this:  They  were  ordered  by 
Estrada,  but  they  did  not  arrive  until  Estrada  left. 

Senator  Smith  of  Michigan.  That  does  not  change  the  fact  any. 

The  Chairman.  I  suppose  there  will  be  no  objection  to  having  it 
go  into  the  record.    If  not,  it  will  be  inserted  at  this  point. 

(The  statement  referred  to  is  as  follows:) 

OPEN    LETTER    TO    THE    MINISTER    OF    FINANCE,    BY    EX-PRESIDENT    JUAN    J.    ESTRADA. 

"^  Bluefields,  May  16,  191^. 

Don  EuLOGio  Cuadra, 

Minister  of  Finance,  Managua. 
Dear  Sir:  In  the  memorial  of  the  department  of  finance  and  public  credit, 
which   you   presented  to   the  legislative  chamber,   under  date  of  January  20 
of  the  current  year,  the  following  statements  are  found : 

Statement  of  the  movement  of  hills  in  the  national  treasury  from  the  year  1905 

to  December  31,  191S. 

Circulation  from  the  31st  of  December,  1905,  to 
tlie  31st  of  December,  1913,  according  to  the 
books  of  the  general  treasury $7.  801,  905.  85 

Issued  by  the  government  of  Zelaya  from  Jan- 
uary, 1906,  to  December,  1908 4.599,950.00 

$12,  401,  855.  85 

Incinerated   by    the   government    of   Zelaya    during    the    same 
period  252,  752.  90 

Circulation    at    the    termination    of    the    government    of 

•Zelaya 12, 149, 103.  95 

Issued  by  the  government  of  Madriz,  according  to  accounts  of 
the  general  treasury 14,  915,  000.  00 

27,  064, 103.  95 
Incinerations  by  Madriz,  according  to  statements 437,  000.  00 

Amount  on  hand  on  the  going  out  of  that  government 26,  627, 103.  95 

Issued  by  the  government  of  Estrada  from   September,   1910, 

ji  ^         to   January,   1911,    according   to   accounts 5,  635,  000.  00 

&Z — Issued  by  the  government  of  Beteada  from  the  28th  of  April 

to  the  24th  of  October,  1911,  as  per  accounts 23,  420,  000.  00 

In  the  foregoing  statement  I  observe  a  great  error,  at  least  in  what  refers 
to  the  sums  issued  during  my  administration,  since  as  chief  of  the  executive 
branch  I  only  authorized  the  emission  of  15,000,000  pesos;  and  it  should  be 
observed  that  in  the  month  of  October,  which  is  the  date  gi/en  for  the  last 
emissions,  I  was  not  even  in  the  country,  having  left  the  capital  on  tlie  9th 
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of  May,  1911,  when  the  first  shipments  of  the  bills  that  had  been  ordered  began 
to  arrive. 

As  an  act  of  justice  I  request  you  to  cause  to  have  published  the  dispositions 
or  decrease  under  which  were  issued  the  29,055,000  pesos,  which  you  have 
permitted  yourself  to  charge  to  my  administration,  with  the  end  of  having 
light  thrown  on  the  manner  in  which  that  amount  of  bills  were  placed  in 
circulation. 

If  you  will  take  the  trouble  of  acceding  to  my  wishes,  or  to  make  some 
explanation,  I  will  be  much  gratified. 
Your  obedient  servant, 

Juan  J,  Estrada. 

Senator  Root.  May  I  ask  a  question  ? 

The  Chairman.  Yes. 

Senator  Root.  In  the  Statesmen's  Yearbook  for  1914  I  find  a  state- 
ment that  the  total  debt  of  Nicaragua,  December  31.  1913,  was 
£1,191,560.  The  internal  debt  amounted  to  10,000,000  pesos  in  March, 
1914.    Do  you  know  from  what  source  that  information  was  obtained  ? 

Mr.  Cuadra.  I  do  not  know  where  the  information  comes  from. 

Senator  Root.  Can  you  give  the  items  of  indebtedness  making  up 
these  amounts  stated  here? 

Mr.  Cuadra.  I  think,  in  general,  I  can  do  so.  That  is  to  say,  in 
general,  not  in  specific,  terms. 

Senator  Root.  Oh,  of  course.  It  is  composed,  I  suppose,  of  differ- 
ent classes  of  debts,  and  you  can  give  those.  Will  you  be  good 
enough  to  do  so,  at  your  convenience  ? 

Mr.  Cuadra.  Yes. 

Secretary  Bryan.  Senator  Root,  you  speak  of  10,000,000  pesos  as 
an  internal  debt.     At  what  prices  do  you  count  the  pesos  ther.e  ? 

Senator  Root.  I  do  not  know.  I  understand  there  has  been  some 
recent  refunding,  which  gives  a  larger  value  to  the  Nicaraguan  peso 
than  the  ordinary  peso. 

Secretary  Bryan.  It  speaks  of  pesos.     What  is  a  peso  worth  there? 

Mr.  Livingstone  (the  interpreter),  He  says  that  12J  of  that  paper 
money  is  worth  one  dollar  cordoba,  which  is  American  gold. 

Senator  Root.  This  10,000,000  of  pesos  of  internal  debt  you  would 
understand  to  be  in  paper  ? 

Mr.  Cuadra.  Yes. 

Senator  Root.  And  that  would  be  at  the  rate 

Mr.  Cuadra.  $800,000. 

Senator  Root.  Twelve  and  one-half  pesos  paper  to  one  peso  gold? 

Mr.  Cuadra.  Yes. 

Senator  Root.  The  indebtedness  stated  here  in  pounds,  I  suppose, 
is  a  gold  debt? 

Mr.  Ci  ADRA.  Yes,  sir. 

Senator  Hitchcock.  That  is  the  Ethelburga  debt. 

Mr.  Livingstone  (the  interpreter).  What  is  the  exact  sum? 

Senator  Root.  £1,195.560. 

Mr.  Livingstone  (the  interpreter).  That  is  the  Ethelburga  debt. 

Senator  Hitchcock.  It  is  all  in  one  syndicate  now. 

Senator  Root.  All  consolidated  in  one  syndicate.  Are  there  no 
debts  of  Nicaragua  outside  of  these  stated  here? 

Mr.  Cuadra.  Brown  Bros.,  $1,060,000  pending 

Senator  Root.  That  is,  outside  of  this  £1,195,560? 

Mr.  Cuadra.  Yes. 

Senator  Hitchcock.  Mr.  Cuacha,  in  this  statement  you  made  to  the 
committee  you  figured  up  a  total  indebtedness  of  $13,061,539? 
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Mr.  CuADRA.  Yes. 

Senator  Hitchcock.  One  of  the  items  in  that  was  $1,645,072,  which 
you  say  is  to  creditors  in  gold — cash  loaned  to  the  Government  in 
different  years  ? 

Mr.  CuADRA.  Yes,  sir. 

Senator  Hitchcock.  Who  were  those  creditors? 

Mr.  CuAi>RA.  That  list  is  in  the  State  Department,  sir.  I  have  not 
got  it  with  me. 

Senator  Hitchcock.  Can  we  have  that,  Mr.  Secretary  ? 

Secretary  Bryan.  I  beg  your  pardon  ? 

Senator  Hitchcock.  That  list  of  the  gold  creditors  of  Nicaragua. 
Let  me  explain  that.  Here  are  the  items  given  by  Mr.  Cuadra: 
First,  the  Ethelburgo  debt,  $6,000,000;  second,  Brown  Bros,  and 
Seligman  &  Co.,  due  October  8,  1914,  $1,060,000;  third,  correspond- 
ent, for  orders  executed  in  several  years,  $378,080;  fourth,  Emery 
claim,  $500,000 ;  and  fifth,  creditors  in  gold,  cash  loaned  to  the  Gov- 
ernment in  different  years,  $1,645,072.  What  I  wanted  to  know  was 
whether  we  could  have  a  list  of  those  creditors  ? 

Secretary  Bryan.  You  can  if  we  have  it.  I  do  not  know  whether 
we  have  that  list.     Have  we,  Mr.  Livingstone  ? 

Mr.  Livingstone  (the  interpreter).  He  says  that  they  wrote  him 
from  Nicaragua  that  they  had  sent  the  detailed  copy  to  the  State 
Department.     He  supposes  it  is  there. 

Senator  Hitchcock.  Do  you  know  anything  about  it  yourself? 

Mr.  Livingstone  (the  interpreter).  The  only  thing  he  knows  is 
that  they  wrote  him  to  that  effect,  sir. 

Senator  Hitchcock.  Was  any  of  that  money  borrowed  during 
your  administration  ? 

Mr.  Cuadra.  No  ;  it  was  in  previous  administrations. 

Senator  Hitchcock.  Do  you  know  whether  it  was  American  cred- 
itors or  European  creditors? 

Mr.  Cuadra.  They  are  mostly  Germans,  Italians,  and  English. 

Senator  Hitchcock.  Can  you  tell  me  about  when  that  money  was 
borrowed  ? 

Mr.  Cuadra.  That  money  was  mostly  borrowed  when  they  had 
the  idea  that  the  canal  treaty  was  going  to  be  passed  and  that  they 
were  going  to  get  $15,000,000  loan,  guaranteed  by  this  Government. 

Senator  Hitchcock.  I  understood  him  to  say  it  was  borrowed  by 
earlier  administrations. 

Mr.  Livingstone  (the  interpreter).  The  greater  part,  he  ssljs. 

Senator  Hitchcock.  What  was  it  borrowed  for? 

Mr.  Cuadra.  To  maintain  the  Government.  The  country  was 
ruined  then  on  account  of  Zelaya's  administration  and  the  revolution 

Senator  Hitchcock.  About  what  years  ? 
.  Mr.  Cuadra.  1911  and  1912. 

Senator  Hitchcock.  So  it  is  a  very  recent  date? 

Mr.  Cuadra.  Yes. 

Senator  Hitchcock.  Has  Nicaraugua  been  paying  interest  on  it? 

Mr.  Cuadra.  In  some  instances ;  yes,  sir.  When  in  great  necessity 
by  creditors  they  pay  them. 

Senator  Hitchcock.  What  is  the  rate  of  interest? 

Mr.  Cuadra.  Eighteen  per  cent — IJ  per  cent  a  month. 
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Senator  Hitchcock.  Are  any  of  the  European  countries  pressing 
you  for  those  debts  ? 

Mr.  CuADRA.  Germany  and  Italy. 

Senator  Hitchcock.  What  is  this  other  item — sixth,  "  Other  ac- 
counts," $3,478,387  ? 

Mr.  CuADRA.  That  is  included — those  claims  are  supposed  to  be 
pending  for  damages  to  estates  and  property  of  individuals,  which 
have  been  recognized  by  the  Government,  which  have  not  been  paid. 
They  simply  got  notes  for  them. 

Senator  Hitchcock.  Before  the  mixed  commission  now? 

Mr.  CuADRA.  In  the  war  with  Mena  the  Government  recognized  a 
great  many  of  those  claims  for  losses  and  damages  to  property,  and 
provisions,  and  all  that. 

Senator  Hitchcock.  So  that  they  are  accounts  w^hich  are  due  to 
the  people  of  Nicaragua? 

Mr.  CuADRA.  Yes. 

Senator  Hitchcock.  Are  they  all  before  the  Mixed  Claims  Com- 
mission. 

Mr.  CuADRA.  Some. 

Senator  Hitchcock.  In  answer  to  Senator  Smith  you  said  that 
the  Government  had  paid  some  of  those  claims  out  of  the  treasury? 

Mr.  CuADRA.  Part  of  them  were  paid  and  part  of  them  w^ere 
simply  given  due  bills,  which  are  still  pending,  like  the  Chamorros, 
which  Senator  Smith  spoke  about. 

Senator  Hitchcock.  Is  this  item  of  $3,478,387  an  estimate,  or  is 
it  all  that  the  people  claim? 

Mr.  CuADRA.  That  is  exact. 

Senator  Hitchcock.  That  is  what  they  claim  ? 

Mr.  CuADRA.  Yes,  sir ;  that  is  what  they  claim,  exact,  as  due  by 
the  Government. 

Senator  Hitchcock.  Who  has  found  it  to  be  due  ? 

Mr.  CuADRA.  A  great  deal  of  it  the  mixed  commission. 

Senator  Hitchcock.  That  makes  a  total  of  $13,061,539  as  the  debt 
of  Nicaragua  ? 

Mr.  CuADRA.  Beside  that  it  will  be  what  the  mixed  commission 
will  allow  in  the  other  claims  pending,  which  are  the  largest  claims 
of  all  now  pending.     I  calculate  it  as  $15,000,000  debt. 

Senator  Hitchcock.  Then  this  $3,000,000  will  be  used  in  paying 
off  those  debts? 

Mr.  CuADRA.  Yes. 

Senator  Hitchcock.  Then  the  debt  would  be  reduced  to  $12,- 
000,000? 

Mr.  CuADRA.  Yes. 

Senator  Hitchcock.  If  Nicaragua  had  a  debt  of  $12,000,000  she 
would  not  be  able  to  pay  the  interest  on  it,  would  she  ? 

Mr.  CuADRA.  Yes;  she  can. 

Senator  Hitchcock.  I  call  your  attention  to  your  own  statement 
here.     You  say  the  total  income  of  the  Government  is  as  follows : 

Customhouse  receipts,  estimated $1,800,000 

From  liquors  and  tobacco  tax 1.500,000 

Income  from  telephone  and  telegraphs,  railroads,  railroad  dividends, 

etc 500,000 

Total 3,  800, 000 
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Further,  you  say  that  "  the  running  expenses  of  the  Government 
might  be  safely  estimated  to  be  $3,200,000,"  which  would  leave 
$600,000  to  pay  interest.  But  $600,000  will  not  pay  interest  on 
$12,000,000  of  debt. 

Mr.  CuADRA.  The  payment  of  that  $3,000,000  would  be  to  increase 
the  conmierce,  because  it  is  to  the  merchants  that  that  is  owing,  a 
good  deal  of  it.    The  merchants  are  simply  standing  still  there. 

Senator  Hitchcock.  I  am  asking,  if  your  estimate  is  right, 
whether  $600,000  will  pay  the  interest  on  $12,000,000? 

Mr.  CuADRA.  Yes,  sir. 

Senator  Hitchcock.  You  are  paying  6  per  cent  for  your 
money 

Secretary  Bryan.  It  is  only  5  per  cent  on  the  long-time  loan. 

Mr.  Livingstone  (the  interpreter).  Ethelburga  is  only  5  per  cent; 
that  is  one-half,  he  says. 

Secretary  Bryan.  The  short-time  loan  costs  6  per  cent. 

Senator  Hitchcock.  Can  you  borrow  the  rest  of  this? 

Mr.  CuADRA  We  can  >do  so  with  the  help  of  the  United  States. 

Secretary  Bryan.  He  thinks  this  treaty  will  give  such  an  assur- 
ance of  stability  down  there  that  they  can  borrow  the  money  at  a 
lower  rate  of  interest. 

Senator  Williams.  $600,000  is  5  per  cent  of  $12,000,000. 

Senator  Hitchcock.  Yes;  but  they  do  not  do  that.  Now,  Mr. 
Cuadra,  do  you  not  think  as  a  representative  of  your  country,  that  if 
the  United  States  helped  your  country  get  into  good  financial  condi- 
tion so  as  to  make  the  payment  of  a  debt  and  the  interest  certain, 
the  owners  of  those  bonds  ought  to  scale  down  that  debt  in  order  to 
get  that  security? 

Mr.  Cuadra.  That  is  our  hope. 

Senator  Hitchcock.  How  much  of  a  discount  do  you  think  they 
would  give  in  order  to  get  the  security  given  by  this  treaty  ? 

Mr.  Cuadra.  I  think  you  can  get  that  information  better  from 
Brown  Bros. 

Senator  Hitchcock.  The  Ethelburga  Syndicate  only  paid  86  per 
cent  for  the  bonds? 

Mr.  Cuadra.  The  Ethelburga  people  paid  86  for  the  bonds  they 
bought— the  £230,000. 

Senator  Hitchcock.  Did  they  pay  60  per  cent  for  the  others  that 
they  took  into  the  syndicate  ? 

Mr.  Cuadra.  I  do  not  remember  that.  Senator. 

Senator  Hitchcock.  Mr.  Cuadra,  if  this  treaty  fails  and  Nicara- 
gua is  not  able  to  get  the  $3,000,000.  and  you  lose  that  railroad  and 
your  bank  by  the  foreclosure  of  this  loan  in  October,  will  you  be  able 
to  pay  the  Ethelburga  Syndicate  ? 

Mr.  Cuadra.  No. 

Secretary  Bryan.  They  have  a  year  to  redeem  in  case  of  a  default. 

Senator  Hitchcock.  Oh,  that  is  a  hangman's  privilege,  almost. 

Mr.  Livingstone  (the  interpreter).  He  says  they  are  paying  now 
to  foreigners  and  the  Ethelburga  Co.,  whatever  they  can,  and  if  the 
treaty  does  not  go  through  they  will  simply  stop  the  payments  to 
everybody. 

Senator  Hitchcock.  Will  not  the  representatives  of  the  Ethel- 
burga Syndicate  therefore  be  interested  in  this  treaty  enough  to  make 
some  concessions  to  get  it  through  ? 
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Mr.  CuADRA.  I  think  so;  but  I  am  not  positive,  sir. 

Senator  Hitchcock.  Then  should  not  your  company  make  the  ar- 
rangement with  the  Ethelburga  people  now  as  a  condition  of  its 
going  through? 

Mr.  CuADRA.  I  do  not  think  it  can  be  done,  sir.  On  the  contrary, 
they  are  very  hard  and  will  not  allow  us  anything. 

Senator  Root.  Who  is  very  hard? 

Mr.  CuADA.  The  Ethelburga  people.  The  only  ones  that  get  paid 
in  Nicaragua  at  present  are  the  Ethelburga  syndicate. 

Senator  Hitchcock.  You  will  stop  paying  them  if  this  treaty  does 
not  go  through? 

Mr.  CuADRA.  Yes,  sir. 

Senator  Williams.  Mr.  Chairman,  I  should  like  to  ask  him  a 
question.  Ask  him,  Mr.  Interpreter,  why  the  Government  does  not 
sell  the  other  49  per  cent  on  that  railroad  and  cover  the  money  into 
the  treasury,  and  pay  the  creditors  with  it? 

Mr.  CuADRA.  Because  that  is  not  popular  with  the  people  of 
Nicaragua. 

Senator  Williams.  You  have  sold  51  per  cent,  so  that  you  have 
lost  control,  so  why  not  sell  the  other  49  per  cent  ? 

Mr.  CuADRA.  The  people  do  not  like  it,  although  I  would  be  in 
favor  of  it. 

Senator  Williams.  Ask  him  how  the  people  liked  selling  51  per 
cent  of  it,  which  was  the  controlling  interest? 

Mr.  CuADRA.  They  were  opposed  to  it. 

Senator  Williams.  They  were  opposed  to  it? 

Mr.  CuADRA.  They  were  opposed  to  it;  yes,  sir. 

Senator  Williams.  And  they  are  opposed  equally  to  selling  the 
other  49  per  cent? 

Mr.  CuADRA.  Yes,  sir. 

Senator  Williams.  Ask  him,  please;  what  the  other  49  per  cent 
would  be  worth  in  the  market ;  how  much  a  share  ? 

Mr.  CuADRA.  Due  to  the  management  of  J.  G.  "^ATiite  &  Co., 
who  took  charge  of  the  railroad,  the  road  has  improved  so  much  that 
we  consider  our  49  per  cent  worth  $1,500,000  to  us. 

Senator  Williams.  One  more  question.  Suppose  you  succeed  in 
paying  off  these  people,  and  you  get  the  railroad  back  to  where  the 
State  controls  it,  will  not  this  thing  of  free  passengers  and  free 
freights  start  right  up  again,  and  the  railroad  again  become  non- 
profitable? 

Mr.  CuADRA.  I  think  it  would,  yes,  sir;  especially  if  the  Revolu- 
tionary Party  came  in  power. 

Senator  Hitchcx)ck.  Senator,  that  will  never  come  back,  because 
the  bankers  own  the  51  per  cent  outright,  and  have  a  mortgage  on 
the  other  49  per  cent.  It  is  only  the  49  per  cent  they  are  trying  to 
save.    It  will  never  come  back  to  Nicaragua. 

Senator  Williams.  Yes;  but  whenever  the  bankers  are  paid  off 
they  will  not  own  the  51  per  cent. 

Senator  Smiiii  of  Michigan.  Yes,  they  will. 

Senator  Hitchcock.  They  have  got  that.    They  bought  that. 

Senator  Williams.  Ah.  'What  sort  of  a  bank  is  this  in  Avhich  you 
have  given  51  per  cent  to  those  ])eople?     Is  it  a  state  bank? 

Mr.  Cuadra.  It  is  a  connnercial  bank,  Senator. 

Senator  Williams.  Ask  him  if  it  is  a  Government  bank. 
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Mr.  CuADRA.  Only  49  per  cent  stock  the  Government  owns. 

Senator  Williams.  Ask  him  what  the  49  per  cent  in  the  bank  would 
sell  for.  It  is  a  commercial  bank.  What  will  it  amount  to  per 
share  ? 

Mr.  CuADRA.  The  great  portion  of  it  cost  the  Government  $147,000, 
with  $300,000  capital,  but  what  it  is  worth  I  have  no  idea. 

The  Chairman.  I  should  like  to  ask  him  a  question  on  another 
phase.     How  many  United  States  Marines  are  in  Nicaragua  now  ? 

Mr.  CuADRA.  About  100,  I  think,  sir. 

The  Chairman.  Wliat  is  the  greastest  number  ever  there  ? 

Mr.  CuADRA.  I  think  there  were  about  500  during  the  revolution. 

The  Chairman.  Where  were  they? 

Mr.  CuADRA.  When  they  first  came  to  Nicaragua  they  went  to  ] 
Managua,  alongside  of  the  American  legation.     Afterwards  came 
the  question  of  the  railroad  danger.     Then  they  set  to  work  and 
spread  all  over  the  country,  and  they  took  barracks 

The  Chairman.  Except  about  100,  all  have  been  withdrawn? 

Mr.  CuADRA.  Yes. 

The  Chairman.  Do  you  consider  the  presence  of  these  soldiers 
necessary  to  the  peace  of  Nicaragua? 

Mr.  Livingstone  (the  interpreter).  He  says  that  it  is  only  an 
economic  point  of  view  that  he  looks  at  it,  the  presence  of  the  Marines. 
He  says  the  Government  down  there  is  well  liked,  but  by  having  the 
American  Marines  there  they  do  not  require  the  expense  of  troops 
of  their  own.     Therefore,  they  save  that  money. 

The  Chairman.  Are  these  Marines  being  used  in  any  way  by  the 
Government  of  Nicaragua  in  policing  the  place? 

Mr.  CuADRA.  They  simply  occupy  the  barracks  and  do  not  have 
anything  to  do  with  the  people  of  Nicaragua. 

The  Chairman.  In  what  way,  then,  does  their  presence  there  re- 
lieve Nicaragua  of  maintaining  a  military  establishment?  i 

Mr.  CuADRA.  They  guarantee  that  the  Government  of  the  United  \  ^ 
States  will  protect  them  to  maintain  order  and  liberty.  j, 

The  Chairman.  Is  not  the  presence  of  these  troops  of  the  United 
States  offensive  to  the  people  of  Nicaragua? 

Mr.  CuADRA.  No,  sir. 

Mr.  Livingstone  (the  interpreter).  He  says  that  the  troops  behave 
elegantly,  and  nobody  has  any  complaint  against  them.  He  says 
even  the  highest  class  of  those  opposed  to  the  present  Government 
look  with  favor  upon  the  occupation  of  the  troops  there. 

Senator  Williams.  I  should  like  to  ask  the  question,  whether  the 
Nicaraguan  Government  is  paying  any  part  of  the  support  and  main- 
tenance of  those  Marines? 

Mr.  CuADRA.  Not  a  cent;  no  sir. 

The  Chairman.  Is  there  any  additional  statement  you  wish  to 
make  ? 

Mr.  Livingstone  (the  interpreter).  He  says  that  he  came  here  with 
the  impression  that  as  their  elder  brother  they  came  to  ask  protec- 
tion from  you,  but  there  seems  to  be  a  certain  influence  here  in  oppo- 
sition to  it.  He  says  they  do  not  come  looking  on  you  as  judges,  but 
only  as  their  older  brother  to  help  them. 

Senator  Hitchcock.  Mr.  Cuadra,  you  said  that  the  State  Depart- 
ment had  the  items  of  this  No.  5  in  your  statement,  showing  the 
creditors  who  had  loaned  money  to  the  country? 
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Mr.  CuADRA.  Yes. 

Senator  Hitchcock.  Has  the  State  Department  got  the  items  in 
this  No.  6  of  your  statement  ? 

Mr.  CuADRA.  Yes,  sir. 

Senator  Hitchcock.  Giving  "  other  accounts,  total  $3,478,000  "  ? 

Mr.  Livingstone  (the  interpreter).  He  says  that  he  is  simply  say- 
ing so  because  that  is  the  cable  that  he  got  that  they  were  sent  to  the 
State  Department — that  they  will  be  sent  to  the  State  Department 
here. 

Senator  Hitchcock.  Mr.  Secretary,  will  you  have  that  furnished? 

Secretary  Bryan.  Yes. 

The  Chairman.  Mr.  Mallet-Prevost  is  to  appear  before  the  com- 
mittee next  Monday. 

Senator  Williams.  Who  is  Mallet-Prevost? 

Senator  Eoot.  Mr.  Mallet-Prevost  is  a  lawyer  in  New  York,  a  very 
able  man,  who  practices  in  international  matters  a  great  deal.  As  his 
name  indicates,  I  think  he  is  of  French  origin.  I  have  no  doubt  his 
testimony  would  be  very  enlightening  to  the  committee.  I  have  no 
idea  what  side  he  is  on,  or  what  he  will  say,  but  he  will  know  what  he 
is  talking  about. 

The  Chairman.  Mr.  Conant  and  Mr.  Wands  will  also  appear  be- 
fore the  committee. 

Senator  Smith  of  Michigan.  If  Mr.  Wands  is  coming  I  should  like 
the  Secretary  of  State  to  furnish  the  committee  with  the  itemized 
statement  of  his  expenditures  in  England,  France,  Germany,  and 
Holland  at  the  times  of  his  last  visit,  and  all  money  paid  him 
through  the  State  Department.  I  think  that  is  easily  obtainable,  and 
if  that  could  be  furnished  by  the  Secretary  it  would  be  very  helpful. 
He  was  paid  by  the  State  Department. 

Secretary  Bryan.  He  was  an  agent,  I  think  you  said,  of  the  Stat«> 
Department  ? 

Senator  Smith  of  Michigan.  Yes;  and  an  agent  of  the  bankers  at 
the  same  time. 

Mr.  Livingstone  (the  interpreter).  He  was  paid  by  the  Govern- 
ment of  Nicaragua,  sir. 

Senator  Smith  of  Michigan.  I  know,  but  he  was  paid  in  the  first 
instance  by  the  department  here. 

Thereupon,  at  12  o'clock  m.,  the  committee  adjourned  until  Sat- 
urday, June  27, 1914,  at  10  o'clock  a.  m. 
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CONVENTION  BETWEEN  THE  UNITED  STATES  AND  NICARAGUA. 


SATURDAY,  JUNE  27,  1914. 

Committee  on  Foreign  Relations, 

United  States  Senate, 

Washington^  D.  G. 
The  committee  met  at  10.45  a.  m.,  pursuant  to  adjournment. 
Present:  Senators  Stone  (chairman),  Shively,  Williams,  Swanson, 
Pomerene,  Saulsbury,  and  Smith  of  Michigan;  the  honorable  Secre- 
tary of  State. 

The  Chairman.  The  committee  will  come  to  order.  Mr.  Conant 
is  to  speak  to  the  committee  this  morning. 

TESTIMONY  OF  MR.  CHARLES  A.  CONANT,  FINANCIAL  SPECIALIST, 
32  LIBERTY  STREET,  NEW  YORK. 

(Mr.  Charles  A.  Conant,  having  been  duly  sworn  by  the  chairman, 
testified  as  follows:) 

The  Chairman.  Please  state  your  name,  residence,  and  business. 

Mr.  Conant.  Charles  A.  Conant,  New  York  City.  My  business  is 
that  of  a  sort  of  financial  specialist.  My  business  address  is  32 
Liberty  Street,  and  my  home  address  is  123  East  Fifty-third  Street. 

The  Chairman.  Some  time  ago  we  were  informed  you  had  some 
connection,  official  perhaps,  with  the  Government  of  Nicaragua  in 
reorganizing  the  financial  affairs.  The  committee  would  be  glad  to 
have  you  give  them  a  clear  and  concise  statement  of  your  connec- 
tion with  the  affairs  of  Nicaragua,  and  so  stated  as  to  give  us  an  un- 
derstanding of  the  situation  there  when  you  began  your  work,  and 
what  you  have  known  of  it  since. 

Mr.  Conant.  In  the  summer  of  1911  I  was  approached  bx^Messrs.: 
Brown  Bros,  with  reference  to  visiting  Nicaragua  to  study  the  cur- 
rency system  there,  or  lack  of  currency  system,  and  to  prepare  a  plan  j 
for  a  new  monetary  system.     In  time  it  developed  that  under  the' 
treasury  bills  loan  which  they  had  negotiated  with  the  Republic  of 
Nicaragua  the  bankers  were  authorized  by  the  Republic  to  employ 
competent  experts  to  go  there  and  perfect  this  currency  plan,  the  pro- 
ceeds of  the  loan  being  largely  for  carrying  it  out.    An  English  gen- 
tleman— Mr.  F.  C.  Harrison — was  also  asked  to  go  on  the  same  mis-' 
sion  to  cooperate  with  me.    He  w^as  a  man  of  very  high  distinction 
in  the  Indian  service,  having  been  in  British  India  25  years,  I  think 
as  head,  for  a  time,  of  the  paper  currency  department,  and  also  in 
the  fiscal  department.    I  do  not  know  just  the  offi-cial  name  of  that, 
but  it  was  with  the  department  having  to  do  with  the  administration 
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of  the  finances  of  British  India.  He  had  been  in  some  one  of  those 
departments  for  25  years,  but  had  recently  reached  the  age  of  retire- 
ment, ay  hi  ch  is  early  in  that  service,  and  was  able  to  give  his  time 
in  visiting  Nicaragua.  The  two  of  us,  with  a  couple  of  assistants, 
clerks,  and  so  on,  left  New  York  about  the  middle  of  November.  1911. 

The  Chairman.  You  and  he  worked  together  ? 

Mr.  CoNANT.  Yes;  we  worked  together.  The  report,  which  I  pre- 
sume you  have  seen,  is  signed  by  us  jointly. 

We  reached  Nicaragua  a  day  or  two  before  Christmas,  1911,  and 
remained  until  late  in  February  or  March.  Mr.  Harrison,  I  think, 
left  on  the  28th  of  P'ebruary,  and  I  left  on  the  28th  of  March,  having 
spent,  as  you  see,  several  months  there,  and  having  given  all  of  our 
time  to  the  consideration  either  of  the  currency  or  the  fiscal  problem. 
We  felt  from  the  beginning  that  Avhile  we  were  employed  simply  to 
regulate  the  currency  we  should  take  some  measures  to  see  that  order 
was  introduced  into  the  fiscal  system,  because  a  country  which  is  in 
continuous  deficit  or  can  not  meet  its  current  liabilities  is  not  in  a 
very  good  position  to  establish  a  strong  monetary  system.  Therefore 
we  were  compelled  to  take  up  the  fiscal  situation  simply  from  that 
point  of  view. 

Do  you  wish  me  to  describe  the  monetary  system  per  se,  or  do  you 
prefer  to  take  up  more  particularly  the  collateral  questions  relating 
to  the  fiscal  situation? 

The  Chairman.  I  think  you  might  proceed  in  that  way :  state  the 
case  as  you  prefer.  We  want  to  understand  what  you  did  there  with 
reference  to  the  currency  and  with  reference  to  the  general  fiscal 
aflPairs  of  the  country. 

Mr.  CoNANT.  I  will  give  a  very  brief  resume  of  the  currency  sys- 
tem, but,  of  course,  in  many  details  it  is  highly  technical,  and  inas- 
much as  we  have  a  full  report  here,  which  can  be  put  into  the  record, 
I  do  not  think  it  is  necessary  to  go  into  that  so  fully,  unless  some 
Senator  desires. 

Speaking  generally,  the  currency  was  in  a  very  demoralized  condi- 
tion. As  far  back  as  1893  the  old  Grovernment  under  President  Ze- 
laya  had  begun  the  issue  of  paper  money,  strictly  Government  paper, 
and  fiat,  I  believe,  so  far  as  any  redemption  was  concerned.  It  relied 
upon  the  limited  amount  and  the  demand  for  some  circulating  me- 
dium to  retain  its  value.  As  originally  issued,  it  was  supposed  to  be 
at  par  with  a  silver  peso  worth  approximately  the  same  as  the  bullion 
in  our  silver  dollar.  It  was  never  pretended  or  claimed  that  it  was 
worth  par  with  a  gold  dollar.  So  that  this  money  at  the  time  of  the 
first  issues  was  in  the  neighborhood  of  50  cents  to  the  dollar  at  our 
gold  coinage  ratio. 

The  peso  may  be  said  to  have  a  parity  of  50  cents  American  gold. 
That  is,  roughly  speaking — I  am  not  giving  the  fractions. 

Senator  Smith  of  Micnigan.  In  1895? 

Mr.  CoNANT.  In  1893.  As  silver  fell  of  course  the  paper  would 
fall,  and  then  in  addition  to  that  came  the  influence  of  excess  issues, 
which  c^iused  the  paper  to  fall  much  more  rapidly  than  silver.  The 
rate  of  exchange  was  a  crucial  test.  The  rate  when  silver  was  at  50 
would  have  been  practically  200;  that  is,  a  peso,  it  requiring  two  of 
the  local  pesos  to  purchase  a  dollar  exchange  on  New  York  at  par. 
Of  course,  I  need  not  stop  to  speak  of  the  premium  for  exchange, 
which  might  be  1  per  cent  or  according  to  what  the  banker  charged. 
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Roughly  speaking,  the  exchange  was  200  when  the  first  issues  were 
made,  but  exchange  rapidly  increased;  that  is,  it  took  more  of  the 
paper  pesos  to  buy  exchange  on  New  York,  so  that  in  1901,  for  in- 
stance, the  average  rate  for  the  year  was  372.  You  see,  that  meant 
that  it  had  depreciated  almost  50  per  cent;  not  quite.  In  1903  the 
rate  had  gotten  up  to  720. 

Senator  Smith  of  Michigan.  I  think  if  you  could  say  the  ratio,  say 
2|  to  1  or  3f  to  1,  that  would  make  it  a  little  clearer. 

Senator  Swan  son.  That  would  make  a  dollar  there  worth  about  12 
cents. 

Mr.  CoNANT.  Yes. 

I  am  not  going  into  much  detail  anyway  until  we  get  down  to  the 
period  just  before  our  visit.  Ultimately  the  exchange  had  reached 
about  1,000,  during  the  dictatorship  of  Zelaya.  That  meant  that  the 
peso  Avas  worth  10  cents.  Later,  owing  to  excess  issues,  exchange 
mounted  to  as  high  as  2,000  for  a  time.  It  was  not  long  permanent 
at  that  figure,  but  when  we  arrived  it  was  in  the  neighborhood  of 
1,700  or  1,800.  Of  course,  at  2,000  the  peso  was  worth  exactly  5  cents 
American  money,  and  you  can  calculate  1,700  or  1,800  to  be  worth  a 
•little  more — 6  cents  or  6  cents  and  a  fraction. 

We  found  a  very  general  desire,  of  course,  to  have  that  condition 
remedied,  and  it  was  proposed  with  the  proceeds  of  the  treasury  bills 
loan,  originally  $1,500,000,  to  establish  an  exchange  fund  in  New 
York  for  the  purpose  of  stabilizing  the  exchange  at  such  rate  as  we 
might  determine  on.  The  excess  issues  made  in  1910  and  1911  had 
carried  the  exchange  up  to  this  very  high  figure — 1,700  or  1,800  and 
at  intervals  2,000 — and  we  discovered  very  soon  that  the  outstanding 
issues  were  very  much  larger  than  we  had  been  led  to  believe  or  even 
than  they  were  when  the  treasury  bills  agreement  was  first  signed. 

Senator  Pomerene.  About  what  is  the  date  of  that  treasury  agree- 
ment? 

Mr.  CoNANT.  September,  1911 ;  September  or  October. 

The  chief  error,  I  think,  in  regard  to  the  excess  issues  was  not  issues 
made  after  the  signing  of  the  agreement  but  after  the  date  when 
the  representatives  of  the  banks  had  been  down  there  the  year  before 
and  had  been  told  what  the  amount  then  outstanding  was.  The  chief 
excess  issues  were  between  those  two  dates — between  the  date  of  the 
first  tentative  agreement  and  the  actual  signing  of  the  agreement. 
While  I  believe  there  were  small  issues  after  the  signing  of  the  agree- 
ment they  were  of  minor  importance. 

Senator  Smith  of  Michigan.  Are  you  having  reference  to  the 
$25,000,000  of  new  money  that  was  emitted? 

Mr.  CoNANT.  That  would  be  included  in  the  additional  issues. 

Senator  Smith  of  Michigan.  That  is  included  in  your  statement? 

Mr.  CoNANT.  Yes.  We  were  led  to  believe  at  first  that  the  total 
outstanding  issues  were  in  the  neighborhood  of  32,000,000  pesos, 
and  we  found  they  were  48,000,000.  But  of  the  32,000,000  some  had 
been  issued  under  the  new  government.  The  problem  we  had  to  deal 
with,  therefore,  was  much  more  serious  and  difficult.  You  may  say, 
if  you  want  to  put  it  mathematically,  it  was  50  per  cent  more  diffi- 
cult because  of  the  increasing  of  the '32,000,000  to  48,000,000  between 
the  time  when  the  bankers'  agreement  was  first  talked  about  and  the 
time  when  it  was  actually  made.  Of  course  we  could  have  adjusted 
the  matter  by  fixing  a  high  rate  of  exchange — that  is,  by  giving  a 
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very  low  value  to  the  new  coin ;  but  the  business  community  there, 
the  Government  and  everybody  practically  who  took  an  interest  in 
the  subject,  insisted  we  should  not  take  the  actual  exchange,  but  take 
something  between  that  and  the  old  parity. 

As  you  will  see  in  the  appendix  of  this  report,  many  petitions  were 
presented  for  fixing  a  rate  of  exchange  at  1,000  or  1,200,  and  the 
Government,  too,  issued  its  decree  in  the  summer  of  1911  in  which 
they  said  in  effect  that  1,200  should  be  the  rate.  Therefore,  we  w^ere 
more  or  less  under  duress,  even  if  we  had  wished  to  fix  a  rate  as 
high  as  2,000  or  1,666  or  1,400  odd,  because  we  found  sentiment  prac- 
tically unanimous  that  the  rate  should  not  be  as  high  as  that. 

Senator  Smith  of  Michigan.  At  what  was  it  fixed  ? 

Mr.  Con  ANT.  It  was  fixed  ultimately  at  1,250. 

Senator  Smith  of  Michigan.  Twelve  and  one-half? 

Mr.  Con  ANT.  Yes.  That  made  the  old  peso  worth  exactly  8  cents 
in  United  States  currency. 

We  left  the  matter  of  fixing  it  open.  Even  in  this  report  you  will 
not  find  it  fixed.    We  only  provided  it  should  not  be  more  than  1,500. 

Senator  Swanson.  That  gave  them,  then,  a  parity  of  about  $6,-' 
000,000  of  paper  money  ? 

Mr.  CoNANT.  Yes.  But  that  is  not  the  whole  story.  They  were 
not  able  to  float  that  much,  and  w^e  knew  they  were  not. 

Senator  Swanson.  What  is  the  population? 

Mr.  CoNANT.  Roughly,  from  500,000  to  600,000.  That  would  be 
about  $10  per  capita. 

Senator  Swanson.  About  $10  per  capita  of  paper  money. 

Mr.  CoNANT.  But  nobody  pretended  they  could  absorb  that,  and 
I  will  say  further  that  the  amount  had  not  been  in  circulation. 
Large  amounts  of  the  later  issues  were  held  by  individuals,  were 
locked  up,  many  of  them,  in  the  custody  of  the  banks  there,  and 
therefore  they  did  not  constitute  in  any  proper  sense  a  part  of  the 
circulation. 

Senator  Pomerene.  What  do  you  mean  by  saying,  "  locked  up  '■  ? 

Mr.  CoNANT.  People  who  had  receiA^ed  the  money  in  payment  of 
debts  or  claims  had  put  it  away.  They  did  not  put  the  money  in 
banks  as  an  open  deposit.  If  they  put  them  in  the  banks  it  was  as  a 
safety-box  deposit. 

Senator  Pomerene.  "What  was  the  reason  for  that? 

Mr.  Con  ANT.  There  were  several  reasons.  Among  other  reasons, 
they  probably  realized  that  the  country  could  not  absorb  them  in 
circulation,  and  another  reason  was  the  desire  for  speculation  and 
exchange.  If  they  had  put  them  in  when  exchange  was  at  2,000,  or 
if  they  had  bought  exchange  on  New  York  at  that  rate,  they  would 
not  have  received  nearly  so  much  gold  equivalent  as  if  exchange  was 
forced  back  to  a  thousand.  You  can  see  that  they  could  do  twice  as 
well  with  the  exchange  at  1,000. 

Senator  Pomerene.  Was  this  speculation  general  or  was  it  con- 
fined to  a  certain  class? 

Mr.  CoNANT.  It  was  as  general  as  anybody  had  the  money  to  do  it, 
I  think.  I  think  like  some  ill-considered  speculations  on  the  curb  in 
New  York,  a  great  many  peo])le  went  into  it  and  nearly  all  lost.  But 
those  who  actually  held  their  money,  who  were  able  to  carry  it 
through,  probably  made  something  ultimately,  although  they  lost 
the  interest  in  the  meantime. 
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Senator  Pomerene.  Were  they  of  the  official  class  or  others  ? 

Mr.  CoNANT.  Well,  I  have  not  any  list  of  those  people,  you  know. 
I  do  not  know  specifically  about  special  deposits  in  the  banks. 

Senator  Pomerene.  I  understand  that,  but  did  your  inquiry  down 
there  enable  you  to  state  whether  this  was  the  official  class  that  was 
speculating  in  this  currency,  or  some  one  else,  or  was  it  of  a  general 
character  ? 

Mr.  CoNANT.  General — I  should  say  both.  I  would  not  say  all 
officials,  but  I  do  not  think  the  officials  felt  inhibited  from  doing  it ; 
but  many  others  besides  officials  probably  engaged  in  it  also.  That 
was  probably  the  reason  some  of  them  were  so  strenuous  that  the 
exchange  should  be  fixed  at  1,000  or  1,250.  We  would  not  consider 
a  thousand,  but  the  problem  presented  when  1,250  was  fixed  in  our 
minds  as  a  possibility,  was  that  we  must  clean  up  the  excess  by  its 
actual  retirement  and  cancellation,  that  the  $6,000,000  gold  equivalent 
which  the  Senator  from  Virginia  speaks  of  never  could  be  absorbed 
by  the  people.  In  fact,  there  is  a  table  here  showing  what  the  gold 
equivalents  were  prior  to  those  large  excess  issues,  and  the  gold 
equivalent  ranged  from  $1,154,000  up  to  more  than  $1,518,000.  That 
is  the  highest  up  to  1910.  That  is,  taking  the  amount  which  had  been  j 
issued  and  dividing  it  by  the  rate  of  exchange  we  found  that  the  gold  \ 
value  in  United  States  currency  was  $1,256,000  for  the  year  1909, 
and  the  variation,  you  see,  was  not  more  than  16  per  cent  of  IT  per 
cent  in  gold  value,  although  the  issues  had  in  the  meantimes  multi- 
plied more  than  100  per  cent. 

Senator  Swanson.  As  I  understand,  you  endeavored  to  fix  the 
exchange  value,  which  ultimately  fixed  the  value  of  those  issues,  at 
1,250? 

Mr.  CoNANT.  Yes ;  that  was  done. 

Senator  Swanson.  Will  you  tell  us  how  that  was  done,  and  how 
it  was  endeavored  to  keep  it  at  that  price? 

Mr.  Con  ANT.  Yes ;  I  shall  be  glad  to.  But  we  never  undertook  to 
keep  48,000,000  paper  at  parity  or  to  convert  48,000,000  into  new 
money  at  a  fixed  rate  without  retiring  a  considerable  part  of  it,  and 
that  is  part  of  the  reason,  not  the  whole  reason,  why  it  was  necessary 
for  them  to  obtain  additional  money. 

As  soon  as  we  had  looked  the  situation  over  we  discovered  two 
things 

Senator  Smith  of  Michigan.  That  is,  an  additional  loan  ? 

Mr.  CoNANT.  Yes;  an  additional  loan.    We  discovered  two  things: 
First,  that  this  excess  issue  was  altogether  too  heavy  for  the  country 
to  stagger  under;  and  second,  that  their  fiscal  affairs  were  in  very 
poor  shape,  and  that  they  needed  money  not  only  to  reduce  the  ex- 
cess circulation,  but  to  put  them  a  little  nearer  to  an  even  balance 
sheet  in  their  income  and  outgo.    We  spent  a  great  deal  of  time  in 
going  over  the  balance  sheet,  and  we  finally  found,  I  think,  that  ; 
even  with  certain  economies  there  would  be  a  deficit  of  5,500,0001 
pesos,  which  at  the  rate  of,  say,  1,500  exchange,  would  amount  to  > 
$300,000  or  $400,000.    That  is  the  annual  deficit  we  computed  there  ^ 
would  be  even  under  a  pretty  rigid  administration  of  the  finances.  ; 
That  does  not  seem  much  to  us,  but  it  represented  a  great  deal  to 
them.     I  do  not  remember  the  full  amount  of  the  budget  now,  but 
it  represented  probably  three-twentieths  of  their  whole  income  and 
outgo. 
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Senator  Smith  of  Michigan.  That  is  75r  cents  per  capita  ? 

Mr.  CoNANT.  It  was  trifling  per  capita,  but  its  relation  to  the 
whole  budget  was  considerable.  It  was  for  that  reason  that  we  put 
the  facts  before  the  bankers  with  the  hope  that  they  would  make 
some  further  advances  or  modify  the  terms  of  the  first  contract, 
which- they  ultimately  did. 

You  have,  of  course,  all  the  contracts  in  evidence 

Senator  Smith  of  Michigan.  We  have  not  got  them  all.  We  have 
a  portion  of  them.  There  is  a  supplementary  contract  or  two  that 
we  have  not  got. 

Mr.  CoNANT.  You  have  the  supplementary  bills  contract,  have  you 
not— the  one  dated  March  26,  1912? 

Senator  Smith  of  Michigan.  Yes ;  we  have  that. 

Mr.  CoNANT.  That  is  the  one  I  knew  about  the  most,  because  it 
was  arranged  when  I  was  in  Nicaragua.  What  has  been  done  sub- 
sequently to  that  in  the  way  of  additional  loans  I  am  not  informed 
about  as  to  details,  because  I  am  not  a  member  of  the  banking 
firm,  and  my  function  practically  ceased  when  I  came  back  from 
Nicaragua. 

But  what  I  may  call  our  recommendation,  although  we  did  not 
put  it  so  strongly  as  that,  because  we  did  not  feel  we  were  authorized 
to  urge  anything,  but  we  put  the  facts  before  the  banks  as  to  the 
deficit  in  the  budget,  and  as  to  the  need  for  doing  something  to  elimi- 
nate this  extra  paper,  and  they  thereupon  came  forward  with  pro- 
posals, which  resulted  in  the  supplementary  agreement. 

Of  course,  there  were  many  cables  back  and  forth,  and  conferences, 
before  they  received  their  final  shape,  but,  ultimately,  $30,000  a 
month  was  advanced  for  some  eight  and  one-half  months  up  to  Octo- 
ber 15,  1912,  for  budget  purposes  only.  That,  you  see,  would  about 
cover  the  deficit  I  have  stated — $300,000  and  odd  a  year.  Then,  in 
addition  to  that,  the  bankers  agreed  upon  a  credit  of  $500,000,  in 
addition  to  the  amount  already  available,  for  the  exchange"  fund. 
The  operation  of  the  exchange  fund  when  it  went  into  effect  was 

Senator  Smith  of  Michigan.  You  say  they  agreed  to  do  that  ?  Did 
they  do  it? 

Mr.  CoNANT.  Yes. 

Senator  Smith  of  Michigan.  What  became  of  that  fund? 

Mr.  CoNANT.  It  was  very  heavily  drawn  upon.  The  portion  put 
into  the  exchange  fund  was  heavily  drawn  upon  for  the  retirement 
of  the  paper,  as  it  was  expected  it  would  be.  The  other  money  was 
paid  over  month  by  month  to  the  Government,  and  was  disbursed, 
and  then  subsequent  contracts  have  been  made,  with  whose  details  I 
am  not  so  familiar,  continuing  or  renewing  the  loans.  They  were 
paid,  of  course,  from  the  customs,  and  the  customs  have  proved  very 
profitable  in  times  of  peace  since  they  have  been  handled  by  the 
bankers. 

Have  you  the  last  annual  report  of  the  Collector  of  Customs? 

Senator  Smith  of  Michigan.  No;  we  have  not.  I  think  we  ought 
to  have  that. 

When  you  reached  there  in  1911  were  tlie  bankers  in  charge  of  the 
customs  ? 

Mr.  CoNANT.  The  new  American  collector  reached  Panama  while 
we  were  there.     He  did  not  go  down  on  the  same  steamer  with  us. 

Senator  Smith  of  Michigan.  What  was  the  name — Ham? 
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Mr.  CoNANT.  Yes;  Col.  Clifford  D.  Ham.  \ 

Senator  Smith  of  Michigan.  He  reached  there  while  you  were 
there? 

Mr.  CoNANT.  Yes.  He  took  immediate  charge.  Under  the  con- 
tract he  was  to  take  immediate  charge,  and  our  Avork  was  to  be  done 
as  soon  as  we  could  possibly  do  it. 

Senator  Smith  of  Michigan.  But  the  moneys  had  not  been  ad- 
vanced yet? 

Mr.  CoNANT.  No;  the  moneys  were  to  be  advanced  for  the  cur- 
rency reform,  primarily.  They  could  not  be  advanced  until  we  had 
perfected  the  plan. 

Senator  Smith  of  Michigan.  You  were  there  from 

Mr.  CoNANT.  From  about  December  24,  1911.   *«— *-*«*«- 

Senator  Smith  of  Michigan.  From  December  to  March  ? 

Mr.  Conant.  March  28  was  the  day  I  left. 

Senator  Smith  of  Michigan.  And  during  all  that  time,  practically, 
the  banks  were  in  control  of  the  customs  ? 

Mr.  CoNANT.  They  w^ere  collecting  the  customs ;  yes. 

Senator  Smith  of  Michigan.  In  anticipation  of  the  reformation  of 
the  currency  later? 

Mr.  Conant.  Yes. 

Senator  Smith  of  Michigan.  But  they  proceeded  to  collect  the 
customs  in  advance  of  this  ? 

Mr.  Conant.  Yes;  that  was  in  accordance  with  the  agreement. 
Of  course,  when  you  say  from  the  day  of  our  arrival,  December  24, 
it  took  several  weeks  for  Col.  Ham  to  complete  his  arrangements  and 
for  the  service  to  be  turned  over  at  the  principal  port,  Corinto,  and 
probably  they  were  not  turned  over  for  several  weeks  after  that  at 
the  more  remote  ports.  It  was  in  accordance  w^ith  the  treasury  bills 
agreement  that  the  bankers  should  lend  this  money,  and  should  forth- 
with be  put  in  charge  of  the  customs  for  its  reimbursement.  Mor^th 
bjjnonth  certain  amounts  were  to  be  turned  over  to  the  Grovernment. 
l¥e  encountered,  as  I  say,  a  very  serious  situation  of  affairs,  because 
business  there  was  prostrate,  and  that  is  what  made  it  so  much  more 
difficult  to  fund  this  amount  of  paper  than  if  conditions  had  been 
favorable.     Everything  was  in  a  state  of  uncertainty. 

The  Chairman.  You  found  about  how  much  paper  outstanding? 

Mr.  Conant.  48,000,000  pesos. 

The  Chairman.  When  you  reached  there? 

Mr.  Conant.  Yes. 

The  Chairman.  Did  your  plan  contemplate  the  further  issue  of 
paper  ? 

Mr.  Conant.  Not  until  this  was  all  retired  and  a  paper  based  upon 
gold  put  into  its  place.  On  the  contrary,  we  contemplated  its  Very 
radical  reduction.  The  gold  value  of  the  peso  had  fallen  to  5  cents 
American  money. 

Senator  Smith  of  Michigan.  But  the  volume  had  been  practically 
doubled  before  you  reached  there?  d 

Mr.  Conant.  Within  the  last  two  or  three  years,    v 

Senator  Smith  of  Michigan.  Before  you  reached  there  ? 

Mr.  Conant.  I  would  not  quite  say  that.  I  do  not  think  your  figure 
of  24,000,000  in  one  year  is  quite  correct. 

Senator  Williams.  In  that  connection,  is  the  paper  money  of  Nica- 
ragua, such  of  it  as  is  now  outstanding,  at  par? 
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Mr.  CoNANT.  Yes;  at  the  new  gold  parity  that  we  fixed.  We  sub- 
stituted new  notes  for  the  old  money,  except  as  we  had  to  retire  the 
old  mone}^ 

Senator  Williams.  Are  those  notes  at  par? 

Mr.  CoNANT.  Yes;  they  are  at  par  now,  the  notes  of  the  National 
Bank  of  Nicaragua,  and  wliat  few  remain  of  the  old  notes  are  at  par 
at  the  rate  of  exchange  which  was  fixed,  which  was  1,250.  There  is 
still  some  $250,000  in  gold  value  of  the  old  notes  in  circulation.  Of 
the  new  ones,  the  gold  value  is  approximately  $1,800,000.  Some  of 
those  old  notes  have  been  probably  lost  or  destroyed,  and  probably 
never  will  come  in  for  redemption. 

The  Chairman.  Have  you  any  information  worth  while  as  to  the 
amount  of  the  old  notes  still  outstanding,  which  you  say  are  at  par 
at  1,250? 

Mr.  CoNANT.  Yes;  I  think  it  is  easy  to  calculate  tlie  difference  be- 
tween the  amount  reported  outstanding  and  the  amount  which  has 
been  incinerated.  Tlie  notes  incinerated  are  those  Avhich  have  been  re- 
deemed, either  in  exchange  or  new  notes,  and  have  been  destroyed 
under  the  supervision  of  a  committee  of  merchants.  I  can  give  you 
those  figures.  Our  report  shows  that  the  total  circulation  of  old 
paper  on  December  31,  1911,  was  48,557,000  pesos.  The  incinerations 
up  to  May  21,  1914,  just  a  month  ago,  were  44,781,554  pesos,  leaving 
outstanding  still,  according  to  those  figures,  about  3,800.000.  The 
figures  furnished  by  the  bankers  are  two  and  one-half  millions. 
TVTiether  they  have  any  advices  as  to  amounts  later  destroyed  I  do 
not  know,  but  somewhere  about  2,500,000  is  the  amount  of  old  paper 
outstanding,  but  undoubtedly  a  lot  of  it  has  been  lost  or  destroyed, 
because  you  see  the  minimum  denomination,  which  Avas  50  centavos, 
half  a  peso,  had  fallen  to  the  value  of  2^  cents;  and  a  man  does  not 
take  the  same  care  of  a  2|-cent  piece  of  paper  as  of  one  worth  four 
or  five  dollars.  It  was  in  horrible  condition ;  on  much  of  the  old 
paper  you  could  hardly  distinguish  the  denomination.  It  was  in 
large  part  ragged,  and  much  of  it  had  been  undoubtedly  lost,  or  hid- 
den away  in  corners,  or  washed  away  by  the  rain. 

The  Chairman.  AVhat  is  the  amount  of  the  bank  paper  outstand- 
ing? 

Mr.  Cox  ant.  At  present  it  is  about  1,686,000  cordobas,  the  cordoba 
being  equal  to  the  American  gold  dollar,  and  that  is  about  all  the 
country  could  absorb  at  the  present  time,  evidently.  It  could  absorb 
more  if  the  business  conditions  were  better.     Of  course  we  took 

Senator  Po^ikkene.  Mny  I  ask  you  right  there:  What  was  the  real 
purpose  of  issuing  this  large  amount  of  i)aper  money  down  there, 
if  you  know  ? 

Mr.  CoNANT.  Simply  because  the  Government  needed  the  money. 
The  Government  was  in  continuous  deficit,  and  they  thought  it  an 
easy  way  to  pay  the  obligations. 

Senator  Swansox.  Was  all  this  money  issued  for  governmental 
purposes,  to  i)ay  its  running  obligations  and  debts  and  salaries? 

Mr.  CoxAXT,  Very  largely,  including  claims  arising  out  of  the 
civil  wars,  bounties  paid  to  soldiers,  nnd  claims  for  one  thing  and 
another. 

Senator  Swaxsox.  Did  tlu»  GovcM-Tiincnt  t'cccmxc  this  mumicv  back  in 
payment  of  taxes? 
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Mr.  CoNANT.  Yes ;  and  that  was,  of  course,  another  source  of  great 
injury  to  their  resources.  The  gold  value  of  the  customs  receipts  fell 
off  radically,  because  while  they  had  advanced  the  rate  for  customs 
some  years  previously  to  650 — that  is,  requiring  a  man  to  pay  650 
pesos  on  a  customs  rate  of  100,  when  the  exchange  had  risen  to  1,800 — 
it  split  the  gold  return  even  at  that  rate  into  one-third.  Of  course 
we  recommended,  with  the  approval  of  the  importers  and  merchants, 
to  fix  the  rate  at  800,  and  then  to  reduce  the  exchange  to  1,250,  which 
very  materially  improved  the  customs  receipts  as  soon  as  it  went  into 
effect. 

Senator  Swanson.  Still  that  entailed  a  loss  of  450  at  that  ratio  on 
the  Government.  If  the  ratio  was  fixed  at  1,250,  and  for  customs 
receipts  at  800,  the  payment  for  customs  was  a  loss  to  the  Govern- 
ment ? 

Mr.  CoNA^^T.  But  it  was  a  theoretical  loss.  The  Government  had 
never  received  the  full  rates.  They  never  had  been  paid  in  full  gold 
value,  so  that  when  we  advanced  the  rate  from  650  to  800  we  really 
advanced  it  a  great  deal  more  than  that  in  fact,  because  the  exchange 
had  been  1,800  and  the  customs  rate  650.  The  exchange  had  been 
say,  1,950  at  the  time  and  the  customs  rate  650.  So  you  see  they 
vere  really  getting  one-third  of  what  they  ought  to  have  gotten  theo- 
retically. When  we  reduced  the  exchange  rate  to  1,250  and  fixed  the 
customs  rate  at  800  they  were  getting  two-thirds  of  the  theoretical 
value,  but  never  did  they  get  the  fidl  theoretical  value,  either  under 
Zelaya  or  the  Government  of  the  revolution,  or  anyone. 

Senator  Smith  of  Michigan.  Let  me  direct  your  attention  to  this: 
Mr.  Cuadra  said  that  between  the  28th  of  April  and  the  24th  of 
October,  1911,  ther  was  emitted  $23,420,000  of  that  paper  currency. 
Of  course,  you  took  cognizance  of  that  when  you  got  there  ? 

Mr.  CoNANT.  Yes ;  we  were  aware  of  that. 

Senator  Smith  of  Michigan.  That  formed  part  of  the  plan  you 
are  now  describing? 

Mr.  CoNANT.  Yes.  Of  course,  you  could  not  distinguish  that 
money  from  other  money.  The  figures  that  we  had,  though,  showed 
that  at  the  close  of  1910  there  was  about  31,000,000  outstanding,  and 
at  the  close  of  1911,  48.000,000.  Perhaps,  of  the  issue  you  refer  to, 
some  had  been  withdrawn,  making  the  net  increase  not  quite  so 
large. 

Senator  Smith  of  Michigan.  Can  your  figures  be  harmonized? 
Before  Diaz  went  in,  25.000,000  was  the  circulation;  add  5,635,000, 
which  would  make  31,000,000  or  32,000,000? 

Mr.  CoNANT.  You  mean  the  amount  outstanding? 

Senator  Smith  of  Michigan.  Yes.     And  this  23,000.000  was  added? 

Mr.  CoNANT.  But  some  was  retired  in  addition,  I  think.  During 
the  present  Government,  to  the  close  of  October,  1911,  the  cancella- 
tions were  5,500,000,  and  then  from  November  1 

Senator  Smith  of  Michigan.  5,635,000.  That  is  all  right,  I  have 
just  given  that  figure. 

Mr.  CoNANT.  That  may  be  correct,  and  may  be  more  specific  than 
this  figure  we  have.  Then  there  were  some  further  incinerations 
from  November  1  to  the  date  of  our  report  in  the  spring  of  1912. 

Senator  Williams.  Some  further  what? 

Mr.  CoNANT.  Some  further  incinerations,  burning  up  of  the  old 
paper. 
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Senator  Swanson.  You  treated  afl  of  the  issues,  regardless  of  the 
exchange,  precisely  alike? 

Mr.  CoNANT.  Yes;  as  homogeneous  issues,  because  thev  were  cir- 
culating in  that  way.  A  man  did  not  put  any  different  Value  on  a 
new  one  than  an  old  one.  That  would  have  been  just  as  practicable 
as  for  us  to  have  taken  a  greenback  issued  in  1860,  and  say  it  is  more 
valuable  than  one  issued  in  1867. 

Senator  Smith  of  Michigan.  You  took  it  as  the  same  value  ? 

Mr.  CoNANT.  Yes ;  we  could  not  do  anything  else. 

Senator  Smith  of  Michigan.  Kegardless  of  how  it  came  out  or 
the  purpose  of  it? 

Mr.  CoNANT.  It  was  legal-tender  paper  money. 

Senator  Williams.  When  the  old  issues  went  back  to  a  certain 
point  they  carried  the  new  issues  with  them? 

Mr.  CoNANT.  Yes;  absolutely. 

Senator  Saulsbury.  I  do  not  know  whether  I  have  straight  in 
my  mind  the  practical  effect  of  your  fixing  of  the  import  duties  at 
800,  and  the  exchange  value  at  1,250.  Was  it  to  make  the  import 
duties  payable  in  gold,  with  a  rebate  on  the  duties  of  about  30  per 
cent?     Is  that  correct? 

Mr.  Conant.  You  might  put  it  that  way.  x\s  a  matter  of  fact, 
though,  the  nominal  duties  fixed  in  gold  were  higher  than  had  ever 
been  collected  by  any  government.  You  see,  the  old  unit  was  silver, 
not  gold.  In  1893 — this  tariff'  is  long  subsequent  to  1893,  but  in  1893J 
when  the  first  paper  was  issued,  it  was  supposed  to  be  at  par  with 
silver,  then  worth  nearly  50  cents  gold.  When  the  new  tariff  was 
perfected,  I  think  in  1908,  this  money  had  already  greatly  depre- 
ciated. The  Government,  however,  said,  "  We  will  take  this  paper 
at  6J ;  that  is,  we  will  require  six  and  a  half  times  as  much  paper  as 
the  silver  equivalent  would  be."  We  raised  that  rate  to  8.  That  was 
not  all  we  did.  If  we  had  only  raised  it  to  8  the  effect  would  have 
been  slight,  if  the  exchange  had  remained  at  2,000.  But  when  we 
brought  the  exchange  down  to  1,250,  you  8  became  in  effect  two- thirds 
of  the  value — nominally  the  gold  value — which  had  never  been  en- 
forced or  collected.  We  consulted  the  merchants  about  that,  and  at 
first  we  were  a  little  timid  about  putting  it  at  that,  but  they  all  said, 
"  For  God's  sake  give  us  a  sound  currency,  and  we  do  not  care  what 
we  pay  in  customs  duties.  Before  the  big  depreciation  occurred  we 
were  paying  pretty  high  duties,  and  we  have  not  changed  our  prices 
radically  on  account  of  the  reduction  of  duties.  We  have  got  to 
guard  against  fluctuations  of  exchange.  We  do  not  care  where  you 
put  the  duties  if  you  give  us  a  stable  exchange." 

Senator  Swanson.  As  I  understand,  you  tried  to  fix  the  exchange 
value  of  this  money  at  1,250? 

Mr.  Con  ANT.  Twelve  and  a  half  of  the  old  pesos  for  one  of  the  new. 

Senator  Swanson.  And  the  customs  rate  was  fixed  at  8? 

Mr.  CoNANT.  At  8. 

Senator  Swanson.  Who  got  the  benefit  of  this  exchange  being  fixed 
at  1,250?    How  was  that  done?    By  wliat  i)rocess? 

Mr.  CoNANT.  Any  holder  of  the  old  ])aper,  whether  he  held  one 
peso  or  a  million  pesos,  of  course  get  the  benefit  of  the  change. 

Senator  Swanson.  That  is,  he  could  carry  it  to  a  bank  and  they 
would  pay  him  in  New  York  exchange  at  that  ratio  for  it? 

Mr.  Conant.  Yes. 
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Senator  Swanson.  What  bank  did  that  ? 

Mr.  CoNANT.  The  National  Bank  of  Nicaragua,  constituted  by  the 
Bankers. 

Senator  Swanson.  That  bank  was  the  one  to  furnish  this  exchange 
at  1.250? 

Mr.  CoNANT.    YCvS. 

Senator  Swanson.  To  any  merchants  ? 

Mr.  CoNANT.  Anybody  got  it. 

Senator  Swanson.  AVas  the  amount  limited  that  could  be  issued  in 
a  year  on  that  exchange  or  all  that  was  brought  in? 

Mr.  CoNANT.  All  that  brought  in  on  the  amount  of  the  outstand- 
ing circulation.  That  is  the  only  way  to  bring  about  stability.  You 
could  not  do  it  by  partial  redemption. 

Senator  Swanson.  It  was  not  all  done  at  once? 

Mr.  CoNANT.  Of  course,  they  brought  it  in  at  different  times.  The 
offer  was  to  accept  it  for  exchange  at  that  rate. 

Senator  Williams.  If  it  had  all  come  in  at  once  it  would  have  all 
been  done  at  once? 

Mr.  CoNANT.  Yes. 

As  a  matter  of  fact  it  was  not  done  at  1,250  at  once.    The  law  did 
not  fix  the  rate  except  to  say  that  it  should  not  be  more  than  1,500, 
and  that  was  only  to  take  effect  after  a  certain  date,  so  that  in  order 
to  get  the  paper  in  as  cheaply  as  possible  at  its  ratio  to  existing 
conditions,  a  considerable  amount  was  taken  at  1,600.     In  fact,  it 
was  necessary  to  test  the  question  before  we  dared  to  fix  1,250,  to 
see  how  much  paper  would  be  offered  at  1,600,  how  much  would  be 
absorbed,  and   whether  it  would  have  any  effect  in  breaking  the 
rate,  just  as  after  the  big  gold  exports  from  New   York  finance 
bills    have     been     offered     to    see     whether     the    exchange     rates 
would  break  after  these  big  exports.    For  a  time  there  was  no  break, 
and  people  were  glad  to  bring  in  their  paper  at  1,600  and  get  100 
for  it,  because  they  were  so  afraid  of  the  old  paper,  and  turned  it  , 
into  gold,  partly  because  they  had  so  many  obligations  in  New  York  , 
or  in  Europe,  which  they  had  not  been  able  to  discharge  except  at  i 
an  appalling  loss  when  the  exchange  was  at  2,000.     The  bank  was  I 
not  open  at  this  time,  but  the  manager  at  first  sold  exchange  at  1,600,  j 
I  think,  and  he  sold  a  great  deal,  then  it  came  down  to  1,500  and  to  | 
1,400.     It  was  not  until  after  a  considerable  lapse  of  time — in  the  [ 
spring  of  1913 — that  the  rate  of  1,250  was  made  operative. 

Senator  Smith  of  Michigan.  You  speak  of  the  manager  of  the  , 
fund.  ' 

Mr.  CoNANT.  The  representative  of  the  bank  in  cooperation  with 
the  minister  of  finance,  Mr.  Cuadra. 

Senator  Smith  of  Michigan.  Brown  Bros,  were  the  men  who  were 
represented  in  the  bank?  / 

Mr.  CoNANT.  The  syndicate.  ' 

Senator  Smith  of  Michigan.  That  is  what  you  mean  by  the  bank  ?  ! 

Mr.  CoNANT.  Yes ;  it  was  the  bankers,  but  everything  was  done  in 
cooperation  with  Mr.  Cuadra. 

Senator  Swanson.  While  you  call  that  exchange,  you  do  not  mean 
that  was  New  York  exchange? 

Mr.  CoNANT.  Yes;  exchange  on  the  money  which  the  banks  had 
loaned  to  the  Republic  for  this  purpose. 
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Senator  Swanson.  For  instance,  if  a  man  had  $50  he  was  given 
exchange  on  New  York  City? 

I  Mr.  CoNANT.  No;  the  minimum  limit  of  drafts  sold  by  the  treas- 
'  ury  was  $5,000,  and  if  a  man  had  $50  and  wanted  to  convert  it  into 
New  York  exchange,  he  would  go  to  one  of  the  local  banks.  They 
would  sell  it  to  him  for  a  little  fraction  more  because  of  the  sub- 
division. But  the  local  bank  could  come  to  the  treasury  and  get 
these  drafts — come  to  the  representative  of  the  bankers  and  get 
these  drafts — in  $5,000  lots,  just  as  fast  as  necessary,  just  as  a  buyer 
of  odd  lots  on  the  New  York  exchange  will  wait  until  he  has  lots 
equaling  100  shares,  and  then  go  into  the  market  and  buy  100  shares. 
But  with  that  limitation  there  was  no  restraining  power  upon  the 
sale  of  exchange  to  any  man  who  held  the  paper  of  the  Republic,  the 
idea  being  to  reduce  the  amount  which  was  in  circulation.  We  did 
not  expect  to  maintain,  even  at  1,250  or  at  1,600,  the  amount  then  in 
circulation.  We  expected  to  absolutely  annul  and  destroy  part  of 
it,  and  that  had  to  be  paid  through  the  proceeds  of  these  supple- 
mentary loans. 

Senator  Smith  of  Michigan.  If  the  bankers  picked  up  this  paper 
money  at  their  ow^n  price,  we  will  say,  the  Republic  was  in  a  sense 
bound  by  the  ratio  of  12J  to  1  ? 

Mr.  CoNANT.  No;  all  this  was  done  as  an  agent  of  the  Republic. 
The  bankers  did  not  benefit  by  the  differences  in  exchange.  They 
were  doing  this  in  order  to  reduce  the  liabilities  of  the  Republic  as  far 
as  possible.  The  money  in  New  York  was  the  Republic's  money,  and 
whatever  drafts  were  sold  at  any  given  rate,  the  Republic  got  the 
benefit. 

Senator  Smith  of  Michigan.  But  you  speak  of  taking  this  money 
to  various  local  sources 

Mr.  CoNANT.  You  are  speaking  now  of  the  local  banks  ? 

Senator  Smith  of  Michigan.  I  am  speaking  now  of  local  banks. 
Any  local  banker  or  speculator  w^ho  picked  this  money  up  and  held 
it  could  have  it  redeemed  by  the  Republic  itself,  if  redeemed  at  all, 
at  the  ratio  of  12|  to  1,  which  was  the  agreed  ratio? 

Mr.  CoNANT.  Not  until  the  rate  of  12^  had  become  effective.  There 
were  not  two  ratios  at  the  same  time. 

Senator  Smith  of  Michigan.  But  if  it  did  become  effective  it 
ripened  the  ratio  of  20  to  1  into  12^  to  1,  did  it  not? 

Mr,  CoNANT.  That  is  true.  If  a  man  was  persistent  and  courageous 
and  held  his  currency  right  through,  he  got  the  benefit. 

Senator  Smith  of  Michigan.  But  anybody  who  knew  in  advance 
it  was  going  to  be  ripened 

Mr.  CoNANT.  Just  as  in  the  United  States  a  man  who  held  the 
greenbacks  persistently  from  40  to  par  got  the  benefit  of  it.  Of 
course  he  lost  the  interest  when  he  was  holding  them. 

Senator  Smith  of  Michigan.  Exactly;  but  he  made  it  up  on  his 
principal  when  he  finally  cashed  in. 

Mr.  CoNANT.  Of  course,  it  is  an  economic  problem  whether  a  new 
standard  is  fixed  at  existing  exchange,  or  at  the  original  parity. 

Senator  Swanson.  Why  did  you  adopt  this  New  York  exchange 
method,  instead  of  having  the  money  there  with  the  Nicaragua  Bank? 

Mr.  CoNANT.  Because  they  would  have  had  to  have  boxed  the  gold 
up  and  shipped  it  in  order  to  have  paid  their  New  York  and  Eur- 
opean obligations,  and  we  believed  this  exchange  method  to  be  more 
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eflTeciive.  When  you  are  on  a  sound  basis  and  there  is  not  a  panic,  it 
affords  the  means  of  control  and  protecting  the  gold  reserve  of  the 
Republic,  just  as  we  instituted  our  Federal  reserve  system  in  order 
to  protect  the  gold  stock,  and  not  have  the  Treasury  stand  with  open 
doo^s  for  anyone  w^ho  comes  up. 

Senator  Swa^son.  You  felt  that  by  this  provision  gold  would  be 
shipped  to  Nicaragua  as  needed  ? 

Mr.  CoNANT.  There  has  been  no  gold  in  Nicaragua,  either  before 
the  reform  or  since^  but  the  Nicaraguan  business  man  or  banker  can 
now  obtain  what  is  called  gold  in  conversation.     It  is  not  physical 

fold.  He  can  obtain  gold  to  pay  his  obligations  in  Europe  or  New 
^ork,  and  that  is  what  he  wants. 

Senator  Swan  son.  The  idea  I  had  was  that  by  this  exchange 
method  the  holders  of  large  sums  of  this  Government  paper  w^ould 
get  the  advantage  better  than  the  holders  of  small  sums,  because  it 
was  to  the  advantage  of  the  large  merchants  or  large  bankers  to  the 
exclusion  of  those  w^ho  go  in  small  amounts. 

Mr.  Conant.  Only  to  the  extent  that  the  man  w^ho  held  a  small 
amount,  if  he  wanted  exchange  at  all,  he  might  have  to  pay  a  small 
fraction  for  the  subdivision,  just  as  you  would  pay  a  higher  rate  to  a 
bank  here  for  a  $50  draft  than  one  for  $5,000. 

The  Chairman.  You  say  there  is  no  gold  there? 

Mr.  Conant.  No  physical  gold  in  Nicaragua.  There  is  not  in  the 
Philippines,  either,  you  know. 

The  Chairman.  Of  actual  money,  none  has  been  sent  from  New 
York  to  Nicaragua? 

Mr.  Conant.  No;  not  that  I  know  of,  by  the  banks. 

The  Chairman.  Mr.  Conant,  the  national  banks,  in  issuing  notes, 
the  current  money,  intended  it  to  be  absorbed  as  such  in  place  of 
these  pesos? 

Mr.  Conant.  Yes. 

The  Chairman.  What  kind  of  money  ?    It  is  on  a  gold  basis  ? 

Mr.  Conant.  It  is  on  deposit  in  New  York.  You  know  it  is  the 
same  system  that  prevails  in  the  Philippine  Islands.  We  have  no 
gold  in  the  Treasury.  The  thing  people  want  gold  for  in  these  ex- 
porting countries  is  to  pay  their  debts  in  gold  countries. 

The  Chairman.  Can  this  money  be  used  to  exhaust  the  gold  sup- 
ply in  New  York? 

Mr.  Conant.  If  the  gold  supply  is  inadequate,  yes. 

The  Chairman.  It  can  be  turned  over  and  over? 

Mr.  Conant.  No  ;  unless  the  bank  loans  it  out  again  on  good  assets 
it  will  stay  in  the  bank  when  it  comes  in,  or  stay  in  the  treasury  fund. 
The  bank,  according  to  the  theoretical  plan  outlined  in  our  report, 
was  to  have  two  departments,  very  similar  to  the  Bank  of  England, 
one  dealing  with  currency  and  the  other  with  banking.  Whenever 
currency  was  put  in  for  exchange,  it  would  remain  locked  up  in  the 
Treasury  Department  until  there  w^as  a  demand  for  it,  and  that  de- 
mand might  come  theoretically,  although  I  am  sorry  to  say  it  has 
not  very  largely  yet,  by  people  coming  into  the  New  York  depository 
and  buying  exchange  on  Nicaragua.  If  a  man  had  heavy  obligations 
to  meet  in  Nicaragua — suppose  he  had  a  contract  to  repair  the  rail- 
road, and  he  desired  to  spend  American  money  paying  wages  there, 
he  would  come  into  the  New  York  depository,  buy  exchange  on  the 
National  Bank  of  Nicaragua,  and  pay  in  American  money  according 
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to  the  exchanges  here,  which  would  replace  drafts  made  the  other 
way.  That  is  the  way  we  do  it  in  the  Philippines.  That  is  the  way 
British  India  maintains  her  $600,000,000  Avorth  of  silver  at  par. 

Mr.  S3IITH  of  Michigan.  The  bank  holds  $600,000  of  gold,  does  it 
not,  back  of  this  currency? 

Mr.  CoNANT.  Thev  have  not  quite  that  amount  now. 

Senator  Smith  of  ^Michigan.    Between  $500,000  and  $600,000? 

Mr.  CoNANT.  Something  like  that. 

Senator  Smith  of  Michigan.    Where  is  that  held? 

]Mr.  CoNANT.  In  Xew  York,  chiefly. 

Senator  Smith  of  Michigan.  Where? 

Mr.  CoNA^^T.  The  United  States  Mortgage  &  Trust  Co. 

Senator  Smith  of  Michigan.  The  United  States  Mortgage  &  Trust 
Co.  are  trustees  for  that  gold  fund,  which  is  the  basis  for  the  resump- 
tion which  has  taken  place  in  Nicaragua? 

Mr.  Con  ANT.  Yes. 

Senator  Smith  of  Michigan.  I  am  right  about  that,  am  I  not? 

Mr.  CoNANT.  Yes;  they  are  the  trustees. 

Senator  Smith  of  Michigan.  They  are  the  trustees,  and  that  is  all 
the  gold  that  there  is  back  of  that  circulation  ? 

Mr.  CoNANT.  Of  course  it  is  all  the  gold,  if  you  speak  of  the  gold 
as  distinct  from  good  assets. 

Senator  Smith  of  Michigan.  I  am  just  speaking  of  the  gold.  That 
is  all  there  is  back  of  it,  and  that  is  in  the  United  States  Mortgage 
Co.  in  New  York,  under  one  of  these  agreements  between  Nicaragua 
and  the  bankers  ? 

Mr.  CoNANT.  I  think  it  is  not  quite  all  there. 

Senator  Smith  of  Michigan.  Am  I  right  about  that  being  under 
the  agreement? 

Mr.  CoNANT.  Yes;  you  are  right  in  regard  to  the  bulk  of  it,  but 
of  course  they  carry  down  there  some  cash.  I  do  not  know  in  what 
form.    They  probably  carry  some  American  money. 

Senator  Smith  of  Michigan.  As  the  bankers  do  ? 

Mr.  CoNANT.  Yes ;  in  the  National  Bank  of  Nicaragua. 

Senator  Smith  of  Michigan.  Which  is  practically  an  American 
institution  ? 

Mr.  CoNANT.  Yes ;  the  bankers  own  51  per  cent  of  it. 

Senator  Smith  of  Michigan.  Do  not  let  us  turn  you  from  your 
course,  Mr.  Conant. 

Senator  Swanson.  What  is  the  system  you  devised  there? 

Mr.  Conant.  The  system  I  devised  there  was  substantially  similar 
to  that  I  devised  for  the  Philippines,  which  has  proved  to  be  suc- 
cessful, because  in  the  Philippines  confidence  has  prevailed  and  busi- 
ness has  gone  on,  and  through  the  seniorage  on  the  silver  coinage 
in  the  Philippines  and  the  interest  on  deposits  in  New  York  and 
the  premiums  on  the  drafts  they  have  actually  made  a  profit  on  the 
silver  coinage.  They  had  up  to  two  or  three  years  ago,  which  is 
referred  to  in  my  report,  a  profit  of  $10,000,000  on  a  circulation  of 
about  $40,000,000,  and  Nicaragua  will  do  the  same  in  the  same  pro- 
portion. Of  course,  the  amount  is  smaller  in  Nicaragua,  but  the 
situation  has  been  such  that  the  draft  on  the  exchange  fund  has 
been  very  heavy,  and  it  has  been  necessary  to  replenish  it. 

Senator  Smith  of  Michigan.  Just  to  direct  your  attention  to  a 
thought  that  Senator  Pomerene  and  I  have  just  spoken  of.     This 
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funding  or  redemption  of  Nicaraguan  currency  on  a  so-called  gold  j 
basis  places  the  control  of  the  issuance  of  money  in  the  hands  of  the  | 
bankers.  No  money  can  now  be  issued  by  the  Government  of/ 
Nicaragua,  no  paper  money,  and  put  out  as  it  was  put  out  justj 
before  you  reached  Nicaragua  ? 

Mr.  CoNANT.  That  is  true.  The  Government  has  contracted  not  to 
issue  irredeemable  paper  or  Government  paper. 

Senator  Smith  of  Michigan.  So  that  the  stability  of  that  paper 
consists  in  the  promise  of  the  Government  not  to  issue  any  more 
money  down  there  for  any  purpose  v^^hatsoever,  except  by  the  con- 
sent and  through  the  bankers  who  administer  their  customs.  Am  I 
right? 

Mr.  CoNANT.  You  are  right  as  to  the  legal  aspect  of  it.  Of  course, 
as  to  the  economic  aspect,  you  can  always  get  money  if  j^ou  want  it 
by  coming  to  the  bank  and  getting  discounts  and  having  notes 
issued. 

Senator  Smith  of  Michigan.  To  the  bank,  but  not  to  the  Govern- 
ment  ? 

Mr.  CoNANT.  No. 

Senator  Smith  of  Michigan.  The  Government  can  not  issue  any? 

Mr.  CoNANT.  The  Government  can  not  issue  any,  any  more  than 
our  Government  can. 

Senator  Pomerene.  To  make  your  thought  complete,  you  say  the 
Government  contracted  not  to  issue?  Do  you  mean  with  this  bank 
or  the  bondholders,  or  both  ? 

Mr.  CoNANT.  With  the  bankers  representing  the  bondholders.  Not 
with  the  bank  per  se,  because  the-  bank  was  not  in  existence. 

Senator  Pomerene.  We  have  a  national  bank  down  there,  or 
something  that  is  akin  to  a  national  bank  in  Nicaragua.  Was  this 
contract  with  that  bank  or  with  the  New  York  and  European  bankers 
to  hold  a  certain  amount  of  the  bonded  indebtedness  of  the  Republic  ? 

Mr.  CoNANT.  First,  may  I  ask  you  do  you  mean  to  imply  there 
was  a  national  bank,  which  was  essentially  Nicaraguan? 

Senator  Pomerene.  Well,  I  have  heard  of  a  national  bank  since 
these  hearings  began. 

Mr.  CoNANT.  That  is  the  Bankers'  Bank.  There  was  a  bank  once, 
but  it  was  not  national.  It  issued  notes,  but  Zelaya  simply  took  the 
privilege  away  from  them  in  1893. 

Senator  Pomerene.  Then,  the  contract  you  speak  of  was  one  with 
Brown  Bros.  &  Co.  and  J.  &  W.  Seligman  &  Co.  ? 

Mr.  CoNANT.  That  is  correct. 

Senator  Shively.  Where  do€s  the  issue  function  down  there  reside, 
if  it  is  at  all  active  now  ? 

Mr.  CoNANT.  If  the  situation  is  once  cleared  up,  and  the  demands 
for  exchange  are  not  more  acute  than  for  ordinary  business  accommo- 
dation, the  demand  for  currency  will  be  met  by  the  discount  of  paper 
through  the  bank. 

Senator  Shively.  Would  that  be  in  the  form  of  new  currency? 

Mr.  Con  ANT.  Yes;  if  necessary.  It  would  depend  what  they  had 
on  hand  beyond  that.  I  think  there  is  no  limit  to  expansion  if  the 
conditions  favor  it. 

Senator  Swanson.  What  are  the  conditions  governing  that? 
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Mr.  CoNANT.  They  are  stated  fully  in  the  report  here.  Our  propo- 
sition was  that  they  should  have  a  fiduciary  issue  of  30  per  cent,  that 
they  should  hold  40  per  cent  in  cash,  which  might  be  kept  down 
there.  Mr.  Harrison,  my  colleague,  was  very  much  in  favor  of  keep- 
ing it  there.  I  was  not  so  keen  on  that ;  but  it  could  be  done  on  the 
plan  agreed  on,  and  30  per  cent  in  commerical  paper.  That  would 
cover  the  notes.  That  does  not  limit  their  ability  to  discount  com- 
mercial paper  with  currency  coming  into  the  banking  department. 
This,  I  have  just  stated,  is  the  composition  of  the  issue  department, 
and  if  there  is  a  demand  for  new  currency  it  would  come  through  the 
presentment  of  paper  for  discount.  Then,  if  the  assets  in  the  cur- 
rency department  were  inadequate,  it  would  be  their  business  to 
increase  their  gold  on  the  40  per  cent  ratio  in  order  to  grant  the  new 
discounts,  and,  of  course,  the  profits  they  would  make  on  the  new 
discounts  would  fully  justify  them  in  doing  that.  They  would  sim- 
ply arrange  that  loan  with  New  York  and  add  it  to  the  reserve.  Of 
course  that  is  all  in  the  future.  We  can  not  get  to  that  condition 
until  stability  exists. 

The  Chairman.  I  want  to  get  one  or  two  things  clearer  than  I 
have.  There  was  what  was  called  a  National  Bank  in  Nicaragua 
before  you  went  there  ? 

Mr.  CoNANT.  You  mean  prior  to  the  revolution?  No;  there  was 
a  bank  which  had  the  privilege  of  issue ;  but  I  do  not  think  you  would 
call  it  distinctively  national.  That  bank  was  practically  put  out  of 
business  by  Zelaya.  They  made  a  claim  that  they  were  illegally  put 
out  of  business,  but  that  did  not  make  any  difference. 

The  Chairman.  Then  we  were  told  here  that  Brown  Bros,  and 
Seligman  purchased  51  per  cent? 

Mr.  Conant.  That  is  the  new  institution  which  their  contract 
called  for.  That  is  absolutely  independent  of  any  preexisting  bank. 
The  National  Bank,  which  is  usually  referred  to  as  a  new  national 
bank,  is  a  product  of  the  recent  arrangement. 

The  Chairman.  That  bank,  then,  was  established  after  you  had 
devised  the  plan  ? 

Mr.  Conant.  Yes. 

The  Chairman.  And  the  New  York  bankers  took  51  per  cent  of  the 
stock? 

Mr.  Conant.  Yes. 

The  Chairman.  Who  holds  the  49  per  cent  ? 

Mr.  Conant.  The  Government  of  the  Republic  of  Nicaragua. 

Senator  Williams.  That  bank  was  a  part  of  your  financial  scheme, 
was  it  not  ? 

Mr.  Conant.  Yes;  that  had  been  partially  arranged  by  the  bankers 
before  we  went  there,  while  the  national  bank  would  be  an  actual 
corollary  of  such 

Senator  Williams.  That  bank  is  the  keystone  of  the  scheme  ? 

Mr.  Conant.  Yes. 

Senator  Pomerene.  You  adopted  it  as  part  of  your  scheme  ? 

Mr.  Conant.  Yes. 

The  Chairman.  Was  it  a  part  of  your  scheme  to  put  the  repre- 
sentatives of  the  bank  in  control  of  the  customs? 

Mr.  Conant.  Of  the  bankers — not  of  the  bank. 
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The  Chairman.  How  did  you  distinguish  the  bankers  from  the 
bank? 

Mr.  CoNANT.  Messrs.  Brown  Bros,  and  Seligman  &  Co.  are  big  in- 
dependent houses.  They  have  lent  this  money  to  Nicaragua,  not  the 
national  bank.  The  national  bank  is  simply  the  agent  of  the  Re- 
public of  Nicaragua  in  the  readjustment  of  this  currency  system. 

The  Chairman.  This  Col.  Ham  is  the  representative  of  Brown  \ 
Bros,  and  Seligman? 

Mr.  CoNANT.  Yes;  he  is  not  the  representative  of  the  National 
Bank  of  Nicaragua,  particularly. 

The  Chairman.  The  purchase  of  a  majority  of  this  railroad  stock, 
which  I  understand  was  also  made  by  the  bankers  in  New  York,  was 
that  part  of  the  scheme  ? 

Mr.  CoNANT.  The  only  part  Mr.  Harrison  and  I  had  to  do  with, 
that  was  to  call  the  attention  of  the  bankers  to  the  fact  that  the 
Government  was  ready  to  pledge  the  railroad  as  collateral  security | 
for  the  increased  loan,  which  we  rather  recommended.  "  Recom- ! 
mended  "  is  a  stronger  word  than  I  should  use,  because  we  were  not  \ 
doing  anything  but  lay  the  facts  before  them.  Did  you  say  "  pur-  j 
chase  of  the  railroad  "  ? 

The  Chairman.    Yes. 

Mr.  CoNANT.  The  purchase  was  long  subsequent  to  anything  Mr. 
Harrison  and  I  did,  and  I  would  not  undertake  to  go  into  very  much 
detail  about  it.  ^ 

The  Chairman.  As  far  as  yoii  were  concerned  it  was  a  part  of  your 
plan 

Mr.  CoNANT.  It  was  no  part  of  our  plan  to  purchase  the  railroad. 

The  Chairman.  No.  I  was  going  to  say  this :  So  far  as  your  plari 
went,  it  contemplated  the  pledge  of  the  railroad  as  additional 
security  ? 

Mr.  CoNANT.   Yes;    that  was  all. 

The  Chairman.  '  And  subsequently  they  purchased  51  per  cent 
of  it? 

Mr.  CoNANT.   Yes. 

The  Chairman.  Did  you  have  any  definite  information  when  you 
were  there  as  to  the  value  of  the  railroad  ? 

Mr.  CoNANT.  There  was  some  conversations  about  it.  I  think  the 
Government  first  put  the  value  at  $3,000,000,  and  then  the  bankers 
offered  a  little  less,  and,  as  in  most  bargains,  they  came  to  an  agree- 
ment. I  did  not  understand  that  there  had  been  any  physical  valua- 
tion. In  fact,  I  think  our  physical  valuers  would  throw  up  their 
hands  if  they  saw  the  condition  of  the  property.  Everything  is  in 
a  dilapidated  state.  The  highways  are  gullies.  You  can  hardly  go 
anywhere  except  on  an  oxcart.  The  uncertainty  regarding  all 
these  conditions  of  the  currency  and  business  leads  to  the  unwilling- 
ness of  anybody  to  invest  capital,  whether  native  or  foreign,  while 
this  condition  exists  or  while  there  is  danger  of  its  recurrence. 

Senator  Williams.  How  long  has  there  been  substantial  an- 
archy  

Mr.  CoNANT.  I  do  not  know  that  you  would  call  it  substantial 
anarchy.     It  was  official  tyranny. 

Senator  Williams.  Both  tyranny  and  anarchy? 

Mr.  CoNANT.  More  or  less. 
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Senator  Williams.  Tyranny  as  far  as  the  (jovernment  was  con- 
cerned, and  anarchy  as  far  as  everything  else  was  concerned? 

Mr.  CoNANT.  Yes;  as  far  as  business  Avas  concerned  nobody  dared 
take  any  risk,  because  the  proceeds  would  be  taken  away  from  them 
by  the  Government,  or  seized  by  the  revolutionists.  I  went  out  one 
time  with  an  Englishman  who  had  a  plantation  10  or  12  miles  from 
Managua,  the  capital,  where  he  was  raising  milk  to  send  down  to 
Managua.  He  sent  it  dowai  partly  by  oxcarts  over  these  impossible 
roads,  and  a  little  by  rail.  He  was  not  very  far  from  a  railroad 
station.  We  went  there,  and  I  said,  "  AVhy  do  you  not  get  a  steam 
launch  to  put  on  the  lake,  and  take  this  milk  clown  to  Managua?" 
He  said,  "A  steam  launch — what  is  the  use  of  getting  a  steam  launch? 
If  a  revolution  breaks  out  it  w^ould  be  seized  by  the  Government  or 
the  revolutionists.  We  would  never  get  it  back,  or  if  we  did  it  would 
be  of  no  use  to  us." 

Senator  Smith  of  Michigan.  You  speak  of  nobody  being  willing 
to  take  a  risk.  Brown  Bros,  seem  to  have  been  perfectly  willing  to 
take  a  risk. 

Mr.  Conant.  They  took  a  moderate  risk  in  the  hope  that  the 
treaty  permitting  the  larger  loan  w^ould  be  ratified  by  the  Senate. 

Senator  Smith  of  Michigan.  They  had  the  courage  to  take  a  risk, 
or  do  they  take  any  risk?  Did  they  make  themselves  so  safe  that 
there  was  no  risk  taken  ? 

Mr.  CoNANT.  They  took  a  considerable  risk,  but,  of  course,  they 
had  the  security  of  the  customs  so  long  as  the  Government  of  the 
United  States  would  support  them.  Had  there  been  a  question  as 
to  the  revolutionists  taking  aw^ay  the  control  of  the  customhouse  the 
risk  was  very  great,  and  they  had  been  under  that  risk  continuously. 

Senator  Smith  of  Michigan.  Did  the  presence  of  our  soldiers  have 
any  influence  upon  the  stability? 
(       Mr.  CoNANT.  The  presence  of  our  soldiers  had  something  to  do 
I   with  it,  but  the  soldiers  were  not  there  when  Col.  Ham  went  down, 
1  nor  for  some  months  after. 

The  Chairman.  What  is  the  source  of  revenue  ? 

Mr.  CoNANT.  The  customs  principally,  then  the  liquor  tax  and 
tobacco.  And  there  you  have  practically  concluded  the  list.  There 
are  some  minor  taxes  in  the  way  of  merchants'  licenses  and  things 
that  could  be  charged  by  municipalities.  There  is  practically  no 
land  tax,  just  as  in  Porto  Rico,  where  we  had  so  much  trouble  in 
following  the  American  system  of  land  tax.  There  would  be  a 
great  deal  of  resentment  if  any  land  tax  or  property  tax  were  pro- 
posed. We  discussed  them  with  the  Government  officials  more  or 
less.  While  they  admitted  it  ought  to  be  done  sometime,  they  said 
it  would  be  very  difficult  in  the  initial  stages. 

Senator  Pomerene.  I  want  to  call  your  attention  to  a  letter  writ- 
ten by  Mr.  Cuadra  to  the  Secretary  of  State  under  date  of  May  13, 
1914,  in  which  the  writer  attempts  to  give  a  statement  of  the  in- 
debtedness of  the  Government.     Now,  there  were  six  items 

Senator  Shively.  Where  are  you  reading  from? 

Senator  Pomerene.  I  am  reading  from  page  84  of  the  hearings 
before  the  committee,  Part  I.  There  was  the  Elthelburga  debt  given 
as  $0,000,000.  Will  your  investigation  of  the  finances  of  the  country 
enable  you  to  state  the  origin  or  this  debt,  the  amount  the  Govern- 
ment in  fact  received  for  it — I  mean  the  Government  of  Nicaragua — 
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and  the  amount  which  the  Ethelburga  Syndicate  had  in  fact  invested 
in  that  $6,000,000? 

Mr.  CoNANT.  No ;  I  am  not  sufficiently  familiar  with  those  negotia- 
tions to  answer  those  questions. 

Senator  Pomerene.  Are  you  able  to  state  where  we  can  get  that 
information  ? 

Mr.  CoNANT.  I  expect  the  bankers  w^ho  are  to  appear  here  next 
week  can  give  that. 

Senator  Pomerene.  You  mean  Brown  Bros,  and  Seligman? 

Mr.  CoNANT.  Yes. 

Senator  Pomerene.  Another  matter;  Brown  Bros,  and  Seligman 
Co..  hold  $1,060,000  of  the  indebtedness  of  Nicaragua.  Are  you 
able  to  state  what  these  bankers  in  fact  paid  for  that  evidence  of 
indebtedness  ? 

Mr.  CoNANT.  $1,000,000.  That  is  set  forth  in  the  last  contract,  I 
think. 

Senator  Pomerene.  $1,000,000  in  gold? 

Mr.  CoNANT.  Yes,  sir;  in  American  money. 

Senator  Pomerene.  Was  there  any  commission 

Mr.  CoNANT.  No  commission  beyond  that,  as  I  understand  it. 

Senator  Pomerene.  So  that  this  was  simply  an  indebtedness  on 
which  their  only  return  is  the  interest  ? 

Mr.  Con  ANT.  The  discount  of  6  per  cent  practically.  Yes;  that 
has  been  true  of  all  their  loans.  There  is  perhaps  a  misapprehen- 
sion about  that,  but  as  I  am  4)retty  well  advised  the  loans  which 
they  thus  far  made  have  not  involved  any  commission  or  rake-off 
except  what  is  specified  in  the  contract.  If  they  were  authorized,  as 
proposed  in  the  original  contract,  to  issue  a  large  loan  in  order  to 
put  the  country  on  its  feet,  to  operate  railroads,  and  restore  condi- 
tions, then  they  were  to  receive  the  loan  at  some  discount  below 
par.  These  have  been  made  at  par  and  every  dollar  has  been  paid 
into  the  exchange  fund  at  New  York  or  into  the  payment  of  claims. 

Brown  Bros.,  to  the  best  of  my  knowledge  and  belief,  have  not 
made  a  cent,  except,  as  I  understand,  there  has  been  a  commission  on 
drawing  the  bills.  That  is  usual,  of  course,  in  all  banking  operations; 
but  so  far  as  the  principal  representing  any  concealed  commission  or 
profits  through  the  securities  being  sold  to  anybody  at  higher  rates, 
I  think  there  was  nothing  in  that  in  these  short-term  loans. 

Senator  Pomerene.  You  do  not  apply  that  answer  to  the  Ethel- 
burga claim  ? 

Mr.  Con  ANT.  I  know  nothing  about  that.    There  is  this  to  be  said,|v      v 
of  course,  on  behalf  of  Nicaragua,  that  she  has  never  defaulted  forjN  )T 
any  considerable  length  of  time  in  her  obligations,  not  like  the  obli-    / 
gations  of  Honduras,  for  instance,  which  have  been  a  long  time  in 
default.    She  pays  the  penalty  for  being  honest 

Senator  Pomerene.  There  is  a  third  item  here,  designated  as  fol- 
lows: 

Correspondence,  for  orders  executed  in  several  years,  $378,080. 

Do  you  know  anything  about  that  ? 

Mr.  Con  A  NT.  I  do  not  know  that  I  could  say  specifically  about  that. 
Of  course,  there  have  been  a  great  many  expenses  connected  with 
these  loans.  That  may  include  commission  on  bills  drawn,  which  was 
fixed  at  1  per  cent,  in  some  cases,  I  think. 

Senator  Pomerene.  Do  you  know  what  this  correspondence  is? 


^' 
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Mr.  CoNANT.  Not  as  you  read  it. 

Senator  Pomerene.  I'hen  there  is  what  is  called  the  Emery  claim^ 
$500,000.    Do  you  know  anything  about  that? 

Mr.  CoNANT.  I  know  there  was  such  a  claim.  You  are  reading  a 
list  of  claims,  not  of  payments. 

Senator  Pomerene.  The  outstanding  indebtedness. 

Mr.  CoNANT.  I  do  not  know  enough  about  the  Emery  claim  to  dis- 
cuss it  intelligently.  I  know^  there  is  such  a  claim.  I  should  doubt 
whether  it  should  he  paid  in  full. 

Senator  Smith  of  Michigan.  I  show  you  a  bond  of  the  Republic 
and  ask  you  whether  that  is  in  default,  to  your  knowledge  [showing 
bond  to  witness]  ? 

Mr.  CoNANT.  I  believe  there  have  been  bonds  issued  at  a  late  date 
by  Zelaya  that  are  in  default,  but  so  far  as  the  old  debts,  incurred  in 
time  of  peace,  are  concerned,  and  subsequent  debts,  there  has  not  been 
any  long-continued  default. 

Senator  Smith  of  Michigan.  Twenty-five  per  cent  of  the  customs 
pledged  to  secure  the  validity  of  this  bond? 

Mr.  CoNA^^T.  This  is  a  Zelaya  bond,  is  it  not? 

Senator  S^^iith  of  Michigan.  That  is  a  1905  bond.  The  customs  are 
pledged  to  secure  it.  but  it  is  in  default. 

Mr.  CoNANT.  AYineburger — I  understand  that  Mr.  Wineburger's 
claims  have  been  taken  care  of  in  some  form,  or  will  be  when  the 
large  loan  is  made.  I  will  not  say  absolutely  they  have  not  been  in 
default,  because  they  have  been  in  default  some  few^  months  recently, 
but  I  mean  there  has  not  been  a  continued  repudiation  as  there  has 
been  in  the  case  of  Honduras.  Do  not  understand  me  as  saying  that 
there  has  never  been  a  day's  default,  because  I  w^ould  not  assert  that 
for  a  minute. 

,    Senator  Smith  of  Michigan.  This  is  more  than  a  day.     It  runs  into 
months. 

Mr.  CoNANT.  That  has  a  disputed  validity,  perhaps. 

Senator  Smith  of  Michigan.  Oh,  no ;  it  has  not.  Brown  Bros, 
have  written,  acknowledging  its  validity.     I  have  their  letters  here. 

Mr.  CoNANT.  You  are  right  about  that.  I  suppose  I  can  not 
speak  by  authority  in  these  matters,  because  I  am  not  a  member  of 
Brown  Bros.,  and  have  no  interest  in  these  matters  beyond  having 
fulfilled  my  mission  in  1912.  I  suppose  the  situation  is  that  these 
things  will  be  taken  care  of  by  compromise  or  otherwise,  if  the  Senate 
ratifies  the  treaty,  or  when  conditions  are  such  that  Brown  Bros,  feel 
justified  in  making  the  large  loan  which  they  originally  proposed, 
and  which  was  referred  to  in  the  original  treaty. 

Senator  Smith  of  Michigan.  That  is,  when  we  guarantee  the  sta- 
;  bility  of  Nicaragua  by  some  such  policy  as  pertains  to  Cuba,  they  will 
ihen  go  ahead  and  advance  other  moneys  on  the  basis  of  that  se- 
1  curity? 

j      Mr.  CoNANT.  If  this  treaty  is  ratified  I  am  inclined  to  think  they 
would. 

Senator  Smith  of  Michigan.  There  is  no  doubt  about  that. 

Mr.  Cox  ANT.  I  have  not  asked  them  that  recently.  It  is  only  an 
assumption  on  my  part. 

Senator  Smith  of  Michigan.  I^t  me  ask  you — we  are  trying  to 
get  at  the  manner  in  which  Nicaraguan  affairs  have  be<'n  admin- 
istered.    You  were  employed  by  Brown  Bros.? 


CONVENTION  BETWEEN  UNITED  STATES  AND  NICARAGUA.       155 

Mr.  CoNANT.  Only  as  agents  of  the  Government  of  Nicaragua. 

Senator  Smith  of  Michigan.  Who  paid  you  for  your  services? 

Mr.  CoNANT.  The  money  was  paid  by  Brown  Bros.,  but  from  the 
funds  of  the  Republic. 

Senator  Smith  of  Michigan.  Was  your  account  O.  K'd  by  our 
Government  ? 

Mr.  CoNANT.  The  Government  of  the  United  States? 

Senator  Smith  of  Michigan.  Yes. 

Mr.  CoNANT.  No ;  I  do  not  think  they  were  parties. 

Senator  Smith  of  Michigan.  Have  you  any  objection  to  telling 
what  you  received  for  your  services? 

Mr.  CoNANT.  No;  the  original  contract  was  that  I  should  receive 
$7,500  and  expenses,  but  we  were  delayed  much  longer  than  was 
expected,  so  it  was  raised  to  ^O^iffi^aiid  .expenses. 

Senator  Smith  of  Michigan.  That  was  the  fee  you  obtained  for 
your  services? 

Mr.  Con  ANT.  That  was  all. 

Senator  Smith  of  Michigan.  That  the  Republic  was  charged  with, 
in  Brown  Bros.'  payments? 

Mr.  Con  ANT.  Yes. 

Senator  Smith  of  Michigan.  Did  your  colleague  have  the  same 
arrangement  ? 

Mr.  CoNANT.  Exactly  the  same,  as  I  understand. 

Senator  Smith  of  Michigan.  A^Hiat  was  his  name  ? 

Mr.  Con  ANT.  F.  C.  Harrison. 

Senator  Smith  of  Michigan.-  This,  of  course,  is  American  money 
we  are  talking  about? 

Mr.  Con  ANT.  Yes;  we  are  talking  about  American  gold.  Of 
course,  carrying  out  the  monetary  reform  was  made  difficult  by  the 
delays  and  uncertainties  incident  to  affairs  here  in  Washington. 

If  any  treaty  had  been  ratified  it  would  have  justified  the  bank 
in  making  a  large  loan,  and  then  the  Republic  would  have  been  able 
to  pay  off  its  legitimate  debts  and  would  have  been  able  to  put  its 
budget  on  a  sane  basis,  and  foreign  capital  would  have  flowed  in 
for  railway  building.  But  at  the  present  time  it  is  very  difficult 
to  get  even  Nicaraguans  to  inaugurate  any  new  enterprises  because 
of  the  fear  of  instability.  That  instance  I  related  about  a  launch 
is  only  one  of  dozens  of  things  you  hear  of  on  every  hand.  The  three 
richest  men  in  Nicaragua,  I  believe,  when  I  went  there  were  all 
Italian  subjects.  They  kept  their  citizenship  of  Italy  because  it 
gave  them  a  certain  protection.  One  of  them  has  since  died.  I  do 
not  know  whether  his  son  is  an  Italian  subject  or  not.  I  presume  his 
parents  took  care  to  have  him  born  in  Italy  so  as  to  have  him  such. 
In  other  Avords,  they  placed  no  confidence  in  the  government  of 
Zelaya,  and  they  place  perhaps  not  very  great  confidence  in  subse- 
quent Governments,  because  they  are  exposed  to  the  fear  of  revolu- 
tion. Let  the  fear  be  removed,  and  then  you  will  see  a  wonderful 
development  in  that  country. 

Senator  Smith  of  Michigan.  You  have  referred  several  times  to 
the  government  of  Zelaya,  but  under  the  statement  made  by  Presi- 
dent Estrada,  acknowledged  by  Mr.  Cuadra,  there  was  only  issued 
during  the  Zelaya  administration  from  1906  to  1908  about  4,000,000 
of  new  monev,  and  the  entire  circulation  in  the  Republic  under  Zelaya 
was  12,149,103.95. 
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Mr.  CoNANT.  That  is  about  correct. 

Senator  Smith  of  Michigan.  That  does  not  show  a  very  extrava- 
gant use  of  the  power  to  issue  money. 

Mr.  CoNANT.  The  exchange  was  about  800  when  it  should  have 
been  250  at  parity.  In  other  words,  they  depreciated  it  to  33^  per 
cent  of  what  it  should  be  at  parity. 

Senator  Smith  of  Michigan.  It  varied  from  time  to  time.  It  was 
at  one  time  about  250 — about  2  to  1. 

Mr.  CoNANT.  That  was  the  old  original  parity,  but  it  was  never 
anywhere  near  that  for  the  10  years  preceding  the  revolution. 

Senator  Swanson.  You  stated  you  had  an  article  which  you  wished 
to  have  put  in  the  record. 

Mr.  CoNANT.  Yes;  there  is  an  article  from  the  North  American 
Review  written  immediately  after  my  return  when  all  my  impres- 
sions were  fresh.  While  I  do  not  suppose  you  would  like  to  have  it 
all,  there  are  one  or  two  passages  I  should  like  to  have  vour  atten- 
tion called  to. 

(The  article  referred  to  is  as  follows:) 

,.  [From  the  Noi-th  American  Review,  July,   1912.] 

:  OUR    MISSION    IN    NICARAOIJA. 

'  [By  Charles  A.   Conant.] 

To  many  who  have  not  followed  closely  the  ramifications  of  American  diplo- 
macy with  the  different  nations  of  the  earth,  the  question  has  i)erhai)s  arisen 
why  the  United  States  at  the  present  time  should  be  interesting  herself  so 
actively  in  Central  America  as  to  send  there  her  highest  executive  officer  below 
the  President— the  Secretary  of  State.  To  those  familiar  with  the  true  condi- 
tions, however,  the  answer  to  this  query  is  that  the  United  States  must  interest 
herself  in  the  maintenance  of  order  and  security  for  life  and  property,  unless 
she  wishes  one  or  more  of  the  leading  powers  of  Europe  to  intervene.  This 
might  mean  conflict  over  the  Monroe  doctrine  and  the  assumption  of  a  protecto- 
rate by  either  the  United  States  or  a  great  European  power  at  the  threshold  of 
the  Panama  Canal. 

At  present  American  diplomatic  influence  is  being  exerted  in  certain  countries 
of  Central  America  to  permit  their  people  to  establish  such  conditions  of  se- 
crrlfy  and  peace  as  will  avoid  the  necessity  of  direct  interference,  either  by 
this  country  or  any  other.  It  was  to  explain  our  puri>oses  in  this  respect  that 
,S£cvetary_^Knox  went  on  his  mission  of  peace  and  good  will  to  Latin  America. 
It  requires  actual  contact  with  these  peoples  to  realize  how  different  are  their 
political  and  social  conditions  from  those  of  the  United  States  and  western 
Europe.  In  the  absence  of  genuine  economic  development  through  the  use  of 
labor-saving  machinery  and  the  orderly,  uninterrupted  labor  of  the  masses  in 
building  homes,  investing  their  savings,  and  adding  to  the  conunon  fund  of 
wen  1th,  the  chief  means  of  ;>quiring  riches  quickly  is  by  spoliation.  In  too 
many  cases  the  man  without  scruples  who  could  once  grasp  the  presidency  of 
one  of  these  countries  has  been  able  to  keej)  it  by  force  over  a  term  of  years 
sufficient  for  him  to  extort  millions  from  the  sweat  and  suffering  of  the  laboring 
masses  and  transfer  it  to  Kuroi)e  for  safe  keeping,  until  at  length  the  accumu- 
lating discontent  of  those  whom  he  has  robbed  and  the  ambition  of  others  to 
follow  in  his  footsteps,  have  compelled  him  to  flit  across  the  ocean  and  spend 
his  ill-gotten  accumulations  in  those  forms  of  sensuous  vulg.irity  which  repre- 
sent the  chief  tyi)e  of  enjoyment  to  the  man  without  ideals. 

It  has  been  thus  over  and  over  again  In  the  southern  countries  with  the 
Guzman  Blancos,  the  Castros,  and  the  Zelayas  of  recent  years.  The  evil  they 
have  done  has  had  ramifications  moral,  social,  and  economic.  From  the  moral 
l)olnt  of  view  the  example  has  been  held  out  to  other  unscrupulous  adventurers 
to  follow  in  the  same  path  of  sj^oliation,  government  by  force,  and  neglect  of 
the  honest  mejins  of  acquiring  wealth.  From  the  social  point  of  view,  both 
the  classes  and  the  masses  liave  been  discouniged  from  any  ambition  except 
that  of  living  by  public  plunder.     Long  years  of  tyranny  have  bred  a  fever  iu 
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the  blood,  which  can  only  be  allayed  by  other  years  of  quiet  discipline  in  better 
govej-nment.  From  the  economic  point  of  view,  there  has  existed  practically 
the  same  evil  as  that  of  absentee  landlordism — that  the  wealth  of  the  country 
has  been  sucked  away  to  be  spent  in  vicious  and  unproductive  luxury  in  a 
foreign  land.  From  the  fact  of  robbery  of  the  rich  by  the  tyrant  of  the  moment 
has  (omo  also  to  the  capitalist  complete  discouragement  from  the  creation  of 
new  industries,  while  to  the  masses  has  come  the  dangerous  lesson,  that  it  was 
as  contemptible  as  it  wns  useless  to  expend  their  efforts  in  honest  labor,  when 
they  could  profit  more  by  joining  a  revolution  and  acquiring  a  military  or  civil 
post. 

On  every  hand  in  Nicaragua  are  evidences  of  former  years  of  misgovernment 
and  spoliation.  Roads  full  of  gullies,  almost  impassable  except  by  ox  carts, 
form  the  thoroughfares  between  leading  cities.  A  large  producer  of  milk  for 
the  capital,  with  his  ranch  close  to  the  Lake  of  Managua,  when  asked  why  he 
did  not  send  in  his  product  by  a  steam  launch  instead  of  by  ox  carts,  replied 
that  if  he  put  a  launch  on  the  lake  it  would  be  seized  at  the  first  outbreak  of 
revolution,  either  by  the  government  or  the  revolutionists,  and  would  either 
be  losr  entirely  to  the  owner  or  come  back  in  too  dilapidated  a  condition  for 
furtlier  use.  The  breeding  of  fine  horses  has  been  given  over  for  similar 
reasons — that  whenever  revolutionary  disturbances  break  out,  the  ranches  are 
raided  and  the  horses  taken  for  the  regular  army  or  that  of  the  revolutionists. 
Even  with  the  cattle  it  is  much  the  same.  A  marauding  band  of  troops  \?iU  kill 
them  for  the  meat  and  leave  the  carcasses  for  the  vultures.    , 

Such  money-making  opportunities  in  Nicaragua  as  emerged  above  the  storm- 
clouded  horizon  of  civil  war  were  seized  upon  by  President  Zelaya  and  his 
followers  as  sources  of  personal  profit.  Leases  of  the  liquor  and  tobacco  in- 
dustries were  made,  at  small  compensation  to  the  Government,  to  joint-stock 
companies,  in  which  the  president  of  the  Republic  or  his  dummy  held  big 
blocks  of  shares.  The  railway  was  leased  to  a  separate  company,  which 
created  a  paper  capital  of  $1,200,000  without  the  investment  of  a  penny,  and 
handed  over  about  a  third  of  the  flares  to  the  public-spirited  president  who 
had  granted  the  lease.  Many  minor  monopolies  were  handled  in  the  same 
manner.  Special  piers  were  authorized  at  certain  ports,  which  imix>rters  were 
compelled  to  use  in  order  that  heavy  wharf  charges  might  be  divided  up  be- 
tween the  original  i)romoters  and  the  powers  at  the  capital.  When  some  of 
the  merchants  at  Bluefields,  many  of  whom  are  Americans,  asked  for  a  re- 
vision of  the  tariff  upon  certain  necessaries  of  life,  the  dictator  polietly  inti- 
mated that  he  had  little  use  for  foreigners,  and  that  there  were  plenty  of 
steamers  leaving  Bluefields  which  they  could  take  if  they  did  not  like  the 
Go^'ernment.  He  graciously  condescended,  however,  to  promise  a  revision, 
which,  when  it  reached  Bluefields,  proved  to  be  in  the  nature  of  a  grim 
joke — duties  being  reduced  on  a  short  list  of  such  vital  necessities  as  castor 
oil  and  pepper,  without  touching  important  articles  of  large  importation. 

Government  like  this  in  the  southern  countries  has  rested  upon  force,  and 
a  force  which  was  not  exercised  with  skilful  tact  by  the  gloved  hand,  as  in 
the  Rome  of  Augustus  or  the  Antonines,  but  with  the  crude  brutality  of  the 
tyrant  who  every  moment  fears  assassination  by  the  husband  he  has  wronged 
or  rebellion  by  the  rival  who  envies  his  power  and  opportunities.  The  power 
of  President  Zelaya,  who  governed  Nicaragua  from  1S93  to  1D09,  rested  upon 
the  loyalty  of  the  soldiers.  A  few  hundred  in  each  of  the  leading  cities  v/ere 
enough  to  maintain  his  authority  in  the  absence  of  organization  and  monetary 
help  to  his  opponents  from  abroad.  Even  under  tbe  present  more  lenient 
government  of  President  Diaz,  the  fixed  bayonet  and  the  loaded  musket  are 
necessary  badges  of  authority  and  order.  A  garrison  looks  down  upon  the 
capital,  ]\Lanagua,  with  loaded  machine  guns  ready  to  fire  at  a  moment's  notice 
upon  the  thoughtless  villager  or  tourist  who  comes  too  near  them  after  dnrk 
without  a  password.  The  fever  of  militarism  in  its  crudest  and  most  wasteful 
form  has  been  infused  into  the  blood  by  years  of  tyranny  and  disorder. 
Although  the  Nicaraguan  army  has  been  reduced  to  1,600  men,  the  rattle  of 
drums,  the  parade  of  detachments  through  the  streets,  and  the  presence,  until 
recently,  of  files  of  soldiers  at  the  Government  palaces  indicate  how  completely 
government  rests  upon  force. 

Since  the  American  intervention  against  Zelaya  in  1009  some  of  these  visible 
symbols  of  military  rule  have  been  disappearing  under  the  helpful  suggestions 
of  Mr.  Gunther,  the  brilliant  young  American  who  was  until  recently,  charge 
d'affaires  at  Managua,  and  with  the  cooperation  of  President  Diaz  and  Gen. 
Luis  Mena,  the  minister  of  war.    The  rifle  shots  with  which  Zelaya  perforated 
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the  heavy  cement  walls  of  his  fortress  at  the  Campo  de  Marte,  on  the  out- 
skirts of  Managua,  have  been  filled  up.  Policemen  are  being  substituted  for 
soldiers  about  the  public  buildings,  and  the  citizens  of  Grenada  are  urging  the 
abandonment  of  the  barracks  in  the  heart  of  the  city  which  form  the  hateful 
symbol  of  Zelaya's  long  tyranny.  But  these  things  can  only  be  done  with 
safely  under  the  friendly  influence  of  America.  Everyone  knows  that  neither 
the  authority  of  President  Diaz  nor  that  of  anyone  who  might  be  chosen  in 
his  place  would  endure  for  a  week,  unassailed  by  the  plotters  of  revolution, 
if  it  was  not  supiwrted  by  force  visible  and  tangible  or  by  the  overshadowing 

)wer  of  the  United  States. 
;  Men  who  opposed  Zelaya  were  robbed  of  their  proioerty  and  driven  into 
exile.  The  power  of  the  love  of  home,  however,  and  the  disposition  to  labor 
and  save  even  under  the  most  adverse  conditions,  were  well  illustrated  by  the 
history  of  the  city  of  Granada  during  these  years  of  terror.  One  of  the 'most 
prosperous  commercial  cities  of  Nicaragua,  the  heir  of  a  long  line  of  Spanish 
history  and  traditions,  Granada  was  called  by  Zelaya  the  '*  rebellious  city " 
and  the  "  accursed  city."  Again  and  again,  when  he  needed  money,  a  notice 
went  to  a  Granada  merchant,  a  member  of  one  of  the  few  old  families  who 
are  the  center  of  the  city's  life,  that  he  must  produce  50,000  or  100,000  pesos 
within  two  or  three  days.  On  some  occasions  the  demand  was  enforce<l  by  a 
cordon  of  soldiers  directed  to  prevent  ingress  or  egress  from  the  house  or  the 
delivery  of  food  until  the  demand  was  complied  with.  One  of  Zelaya's  last 
official  decrees  (September  17,  1909),  frankly  announcing  a  forced' loan  of 
1,000,000  pesos  by  its  name  (imprestito  fuerza),  allotted  400,000  pesos  to  the 
department  of  Grenada,  and  only  100,000  to  each  of  the  other  two  chief  de- 
partments— Managua,  the  capital,  and  Leon,  where  the  partisans  of  Zelaya 
predominated.  By  article  3  of  this  decree  the  civil  head  of  the  city  was  in- 
structd  to  notify  the  "  lenders "  of  their  allotment  within  four  days,  and  by 
article  4  to  require  them  to  pay  in  half  their  quota  within  three  days  and  the 
other  half  within  eight  days  more. 

When  the  citizens  of  Granada  refused  to  make  Zelaya  honoray  president  of 
ther  best  club,  he  broke  up  the  club  and  confiscated  its  house.  When  they  held 
a  masked  ball,  his  soldiers  dispersed  the  merrymakers  at  the  point  of  the  pistol. 
When  the  city  showed  undue  signs  of  prosperity,  he  tore  up  the  tramway.  No 
wonder  that  in  Granada  and  elsewhere  exist  sickness  of  heart  and  weariness  of 
spirit  over  the  possibility  of  these  recurring  reigns  of  terrorism,  and  the  hope, 
often  openly  expressed,  that  American  influence  may  be  exercised,  in  some  such 
form  as  that  exercised  over  Cuba  under  the  Piatt  amendment,  in  order  that 
the  long-stunted  flowers  of  peace  and  order  may  thrive  and  blossom. 

The  United  States  and  European  countries  are  not  free  from  exploitation  and 
dishonest  government.  But  one  of  the  great  differences  between  these  advanced 
commercial  countries  and  those  of  the  south  is  that  in  the  southern  countries 
the  enormous  productive  power  of  organized  industry  makes  an  occasional 
injustice  on  the  part  of  the  capitalist  or  government  a  negligible  factor  in  the 
progress  of  the  country.  Even  the  millions  which  are  poured  out  for  military 
and  naval  purposes  in  the  northern  countries  are  only  the  small  tribute  which 
productive  industry  pays  for  protection;  in  the  south  they  are  the  be-all  and 
end-all  of  those  who  rely  upon  force  to  consummate  their  ends.  Where  a 
laborer  can  earn  only  a  few  cents  a  day,  and  has  no  inducement  to  work  except 
precariously,  he  has  little  for  paying  tribute  to  the  higher  powers.  To  take 
from  him  much  of  what  he  has  brings  him  close  to  the  margin  of  starvation. 
Measured  by  the  standards  of  the  northern  countries,  the  monetary  acquisitions 
of  a  Castro  or  a  Zelaya,  which  they  have  taken  out  of  the  country,  are  insig- 
nificant; but  in  the  northern  countries  the  evolution  of  eight  centuries  of  civil- 
ization has  given  the  assurance  that,  in  spite  of  occasional  wrongs  or  a  heavy 
burden  of  taxation,  there  exist  security  of  property,  the  right  of  uninterrupted 
labor  and  saving,  and  protection  for  life,  liberty,  and  freedom  of  contract  under 
the  tegis  of  law.  In  the  northern  countries  the  great  amounts  taken  by  taxa- 
tion are  given  back  to  the  people  in  improved  roads,  dwpened  harbors,  postal 
facilities,  pure  water  supplies,  systems  of  drainage,  hospitals,  schools,  police, 
and  sjinitary  protection,  and  even  insurance  against  poverty  in  old  age.  In 
those  soutliern  countries  which  have  submitted  to  tyrannies  like  tliat  of  Zelaya, 
roads  go  unimproved,  harbors  are  closed  l)y  the  silting  of  the  river  sands  over 
(he  l>ars,  railways  fall  out  of  repair,  the  post  ottice  and  the  telegraph  languish 
under  incompetent  administration,  and  drainage  and  sanitary  precautions  are 
almost  unknown. 
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It  is  uot  surprising  that  under  governments  lilje  these  national  banl^ruptcy, 
the  wreckage  of  currency  systems,  the  violation  of  public  faith,  and  shattered 
national  credit  have  been  the  rule.  In  such  a  condition  Nicaragua  found  her- 
self when  at  last  Zelaya  surrendered  his  power.  Many  Americans  probably 
rubbed  their  eyes  with  astonishment  when  they  read  the  note  addressed  by 
Secretary  Knox  to  the  Nicaraguan  Government  on  December  1,  1909,  after  the 
murder  of  the  two  Americans,  Cannon  and  Groce,  by  Zelaya's  soldiers.  The 
murdered  men  were  more  or  less  adventurers  who  took  the  chances  of  their 
calling,  but  Zelaya's  long  reign  of  tyranny  had  at  last  come  to  be  understood  in 
its  true  colors  at  Washington  and  in  the  cabinets  of  Europe.  Petty  insults 
to  the  American  legation  had  been  increasing  in  frequency.  The  mail  of  the 
legation  was  opend  and  held  back;  telegrams  were  deliberately  altered;  fines 
were  imposed  upon  men  wearing  buttons  bearing  the  American  flag;  and  upon 
the  news  of  the  election  of  President  Taft  in  1908,  a  party  of  Americans  and 
Nicaraguans  who  met  to  celebrate  the  event  was  broken  up  and  its  chief  Nica- 
raguan members  were  subjected  to  jail  and  torture.  Minister  Coolidge  a  few 
days  later  threw  up  his  commission,  declaring  that  it  was  "  consistent  with 
neither  the  dignity  nor  the  interests  of  the  United  States  to  maintain  a  repre- 
sentative "  in  such  a  land,  where  the  only  rule  was  that  of  force. 

Still  the  patient  "mules"  of  the  nortii — the  pet  name  for  Americans  among 
their  enemies  in  Central  America — were  silently  submissive.  But  upon  the 
organization  of  a  strong  1-evolutionary  movement  on  the  east  coast,  Secretary 
Knox  felt  that  Ihe  time  had  conie  to  aid  the  Nicaraguan  people  by  at  least 
refusing  longer  recognition  of  the  tyrant.  Sending  his  passports  to  Felipe 
Rodriguez,  the  Nicaraguan  representative  in  Washington,  he  advised  him  that 
it  was  "  a  matter  of  common  knowledge  that  under  the  regime  of  President 
Zelaya  republican  .institutions  have  ceased  in  Nicaragua  to  exist  except  in 
name;  that  public  opinion  and  the  press  have  been  throttled;  and  that  prison 
has  been  the  reward  of  any  tendency  to  real  patriotism."  Upon  receipt  of  news 
of  this  note  Zelaya  realized  at  last  that  his  day  was  over.  He  knew  that 
his  few  thousand  ill-disciplined  and  poorly  equipped  native  soldiers  could  make 
no  stand  against  the  jackies  from^American  war  ships  if  they  landed  at 
Corinto,  and  that  their  path  to  the  capital  was  likely  to  be  a  prolonged  ovation 
from  a  liberated  people.  Fearing  assassination  by  his  enemies,  he  took  a 
special  train  at  an  obscure  station  outside  Managua,  slunk  away  to  the  seaport, 
and  was  there  received  by  the  otficers  of  a  Mexican  gunboat,  sent  by  his 
sympathetic  fellow  ruler  who  was  so  soon  to  follow  him  into  political  oblivion. 

It  was  following  these  events  that  the  United  States  felt  justified  in  extend- 
ing advice  to  the  new  Government  of  Nicaragua  to  enter  upon  a  policy  of 
financial  and  political  rehabilitation.  Ultimately  this  advice  was  accepted. 
Zelaya  turned  over  the  Presidency  to  a  former  friend.  Dr.  Madriz,  but  his 
government  was  short  lived.  Gen.  Estrada  succeeded  to  the  Presidency,  but 
an  attempt  on  his  part  in  May,  1911,  to  undermine  the  ix)wer  of  Gen.  Mena, 
his  minister  of  war,  resulted  in  another  change  of  government.  Mena  had 
comm;nid.  of  the  tro(?ps  whose  menacing  machine  guns  looked  down  upon  the 
city  of  Managua.  In  a  moment  when  he  was  away  from  the  barracks.  President 
Estrada  put  him  under  arrest  and  directed  the  soldiers  to  lay  down  their 
arms  and  accept  a  new  commander.  The  soldiers  remained  loyrd  to  Mena, 
and  upon  this  news  Estrada  followed  the  course  of  so  many  of  his  ])redecessors 
in  seeking  safety  across  the  frontier.  Gen.  Mena,  however,  did  not  insist  upon 
the  Presidency.  His  friend,  Adolf o  Diaz,  took  the  position  and  left  Mena  at 
his  post  as  minister  of  war. 

Seiior  Diaz  is  a  young  man,  trained  in  mercantile  enterprises  at  Bluefields,. 
on  the  east  coast,  where  he  has  imbibed  American  ideas  of  the  value  of  order 
and  business  enterprise.  Gen.  Mena,  of  stature  much  above  the  ordinary  in 
Nicaragua,  bluff,  sturdy,  reticent,  combines  with  many  of  the  traditions  of  the 
soldier  an  insigh  tinto  the  real  needs  of  his  country,  which  has  made  him  a 
resolute  friend  of  the  American  loan.  Ui)on  his  adherence  to  this  attitude, 
n  spite  perhai'S  of  some  sacrifices  of  popularity  and  of  personal  following,  and 
upon  similar  loyalty  hy  the  big  business  interests  of  Granada  and  Leon,  rests 
in  a  large  measure  the  immediate  future  of  Nicaragua. 

Even  before  the  fall  of  Estrada  the  Government  of  Nicaragua  had  asked 
the  United  States  to  designate  a  competent  specialist  to  investigate  its  financial 
affairs  and  arrange  for  a  loan  to  extinguish  its  debts  and  to  meet  accumulating 
claims.  The  delicate  mission  of  reconciling  political  jealousies  fell  upon  Thomas 
C.  Dawson,  of  long  experience  as  an  American  diplomat  in  Latin-America,  and 
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the  study  of  the  fliiancial  problem  upon  Mr.  Eraest  H.  Wands,  an  expert  of 
much  experience  in  Latin-American  affairs.  The  Government  asl^ed  also  that 
the  currency  standard  should  be  lifted  from  the  quicksand  of  paper  which 
had  been  issued  by  all  the  Governments  since  1893  and  put  upon  a  stable  basis. 
Inevitably  the  arrangement  suggested  itself  which  has  been  so  successful  in 
San  Domingo — that  a  loan  should  be  made  by  American  bankers  to  the  Republic, 
secured  by  the  direct  collection  of  the  customs.  Such  a  loan  br.s  been  offered 
by  two  well-known  banking  houses  of  New  York.  The  total  of  the  loan,  if 
original  plans  are  carried  to  comi)letion,  will  be  about  $1 5,0Oa.0(X).  Of  this 
amount,  several  millions  will  go  to  extinguishing  old  obligations,  both  foreign 
and  domestic,  about  $1,500,000  to  the  establishment  of  a  bank  and  the  reform 
of  the  currency,  and  the  remainder  to  building  railways  and  developing  the 
rich  natural  resources  of  this  long-suffering  country.  Already  the  amount 
required  for  givirg  stabVity  to  the  currency  has  been  advanced,  and  Nicaragua 
will  soon  be  on  }?u  effective  gold  basis. 

At  present  a  single  railroad,  about  115  miles  in  length.  I'uns  from  Corinto,  on  the 
coast,  to  Granada,  close  by  the  Lake  of  Nicaragua.  The  coffee  plantations  in  the 
higher  districts,  the  gold  ndnes  of  the  east  coast,  the  rubber  forests,  the  banana 
plantations,  and  the  great  expanses  of  hardwoods  are  practically  untapped  by 
railroad  communication  or  even  by  good  roads.  With  stable  government  and  a 
sound  currency  foreign  capital  is  likely  to  flow  into  Nicaragua  in  the  same  man- 
ner that  it  has  flowed  into  Costa  Rica  under  the  encouragement  of  the  United 
Fruit  Co.  and  other  American  and  European  enterprises.  Great  is  the  contrast 
between  economic  and  social  conditions  in  Costa  Rica  with  those  of  Nicaragua, 
her  northern  neighbor.  In  Costa  Rica  good  roads,  the  improvement  of  harbors, 
reasonably  adequate  banking  facilities,  the  steady  employment  of  labor,  the  con- 
tinuous sovereignty  of  law  and  order,  and  the  contentment  of  the  people  are  the 
fruits  of  good  government  and  the  encouragement  of  foreign  enterprise. 

In  Nicaragua,  after  nearly  a  generation  of  misgovernment,  protection  against 
enemies  of  peace  at  home  can  come  only  under  the  advice  and  support  of 
Americji.  Otherwise,  however  good  a  single  government  may  be,  it  must  main- 
tain itself  by  force  and  is  likely  to  be  at  any  moment  the  victim  of  a  greater 
force,  promising  gi'eater  rewards  in  spoliation  and  dishonest  opporMinity  to 
its  followers.  It  is  the  cry  of  those  w^ho  love  peace,  order,  and  safety  for  prop- 
erty, liberty,  and  life  which  rises  loudest  for  the  assistance  and  support  of  the 
United  States  in  maintaining  good  government.  To  the  great  Republic  whose 
power  is  symbolized  by  the  Stars  and  Stripes  they  utter  in  effect  the  prayer 
of  Horace  to  Augustus,  after  he  had  brought  peace  to  the  blood-weary  Roman 
world : 

."  When  you  are  here  the  ox  plods  up  and  down  the  fields  in  safety;  Ceres  and 
bounteous  blessing  cheer  our  farms;  our  sailors  sjieed  o'er  seas  that  know  no 
fear  of  pirates;  credit  is  unimpaired;  no  foul  adulteries  stain  the  home;  pun- 
ishment follows  hard  on  crime,  *  *  *  Each  man  closes  a  day  of  peace  on 
his  native  hills,  trains  his  vines  to  the  widowed  trees,  and  home  returning,  light 
of  heart,  quaffs  his  wine  and  ends  the  feast  with  blessings  on  thee' as  a  god 
indeed." 

Charles  A.  Conant. 

Mr.  Con  ANT.  There  is  one  point  I  should  like  to  bring  out  if  the 
committee  will  permit  me.  That  is,  that  Mr.  Harrison  and  myself, 
under  the  authority  of  the  bankers,  did  all  we  could  to  encourage 
the  restoration  of  sane  finance  and  management  of  the  budget,  and 
to  promote  economies.  We  recommended  a  great  many,  and  Mr. 
Harrison  went  into  this  more  particularly  than  I  did  because  he  had 
had  experience  in  British  India.  But  in  the  supplementary  loan 
contract  we  specified  that  they  should  devote  surplus  moneys  when 
they  had  them  only  to  certain  specified  ]:)urposes,  and  should  keep 
down  the  budgets.  It  was  not  in  our  power,  however,  to  enforce 
those  recjuirements  physically,  and  when  it  came  to  embodying  them 
in  the  ccmtract  the  pi-esident  said  he  did  not  object  to  them  at  all, 
l3ut  he  thought  it  was  a  little  derogatory  to  the  dignity  of  the  legis- 
lative body  to  put  them  in  legislative  acts.  But  if  we  would  eliminate 
that  from  the  contracts  he  would  write  a  letter  that  he  would  con- 
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form  to  those  conditions.     And  it  might  be  of  interest  if  I  would 
put  in  the  letter  I  wrote  to  him.    It  reads : 

Managua,  March  22,  1012. 
Your  Excellency:  According  to  the  preliminary  agreement  heretofore  made 
between  the  Republic  of  Nicaragua  and  the  bankers,  Messrs.  Brown  Bros.  & 
Co.  and  J.  &  W.  Seligman  &  Co.,  there  were  certain  conditions  which  were 
(and  are)  not  included  in  the  supplementary  loan  bill  recently  approved  by  the 
,Xicaragnan  Congress,  but  which  conditions  were  to  constitute  a  part  of  the 
supplementary  loan  contract  and  were  to  be  set  forth  in  a  document  to  the 
effect  that  the  Government  would  obligate  itself  to  compliance  with  the  same. 
The  said  conditions  are  as  follows: 

1.  That  the  Government  of  Nicaragua  shall  make  a  saving  of  approximately 
5,500,000  pesos  in  its  budget  for  the  year  1912,  as  presented  to  Mr.  Harrison  and 
ourselves. 

2.  That  the  Government  shall  not  use  any  of  its  current  revenue  nor  any  of 
the  funds  advanced  by  the  bankers  to  it,  for  the  payment  of  any  expenditures  i 
other  than  those  set  forth  in  said  budget. 

3.  That  the  Government  shall  provide  for  the  payment  of  its  gold  liabilities 
to  local  bankers  from  resources  derived  from  moneys  to  be  received  from  the 
payments  on  account  of  the  Dietrich  concessions  or  otherwise — that  is  to  say, 
the  funds  to  be  advanced  by  the  bankers  shall  not  be  used  for  this  purpose. 

The  Dietrich  concession  proved  to  be  illusory.  The  bills  of  ex- 
change drawn  were  protested  and  dishonored  in  New  York.  It  was 
a  fake  promotion  plan  more  or  less. 

In  order  that  tli  supplementary  loan  contract  may  be  come  effective  as  soon 
as  posible.  I  would  thank  Your  Excellency  to  transmit  to  me  on  behalf  of  your 
Government,  the  guaranty  referred  to  ;ibove,  the  same  to  be  addressed  to 
Messrs.  Brown  Bros.  &  Co.  and  J.  &  W.  Seligman  &  Co. 

In  conformity  with  these  conditions,  we  would  be  pleased  if  you  would 
forward  to  the  representative  of  the  bankers  in  Managua  as  promptly  as  pos- 
sible after  the  end  of  each  month  a  classified  statement  of  the  receipts  and 
disbursements  of  the  treasury  for  the  said  month. 

With  the  expressions  of  my  highest  esteem,  I  have  the  honor  to  remain, 
Yours,  very  respectfully, 

(Signed)  Charles  A.  Conant, 

J.  R.  Whitaker. 
His  Excellency  Don  Adolfo  Diaz, 

President  of  the  RepuMic,  Ma/nagua,  Nicaragua. 

1  have  not  the  President's  reply  to  that,  but  there  was  a  reply, 
which  the  bankers  undoubtedly  have,  and  I  simply  present  that  to 
show  that  we  did  what  we  could  to  encourage  and  promote  the  wise 
handling  of  their  budget,  that  it  should  be  handled  economically. 

Senator  Smith  of  Michigan.  This  was  written  after  you  returned 
home  ? 

Mr.  CoNANT.  No;  just  before  I  left  while  this  contract  was  still 
pending,  after  the  contract  had  been  signed,  but  the  President  had  as- 
sured us  he  would  give  these  promises.     This  is  dated  March  22. 

Senator  Pomerene.  Was  there  anything  further  you  cared  to  say 
in  this  matter? 

Mr.  CoNANT.  Not  the  letter ;  but  I  want  to  say  generally  that  Mr. 
Harrison  and  I  did  all  we  could,  with  the  support  of  the  bankers, 
to  lead  them  to  bring  their  budgets  into  shape  and  to  be  as  economical 
as  possible,  and  to  put  the  country  upon  a  sound  financial  basis.  The 
money  embodied  in  these  contracts  was  largely  for  monetary  reform 
exclusively,  but  the  bankers  granted,  at  the  suggestion  of  Mr.  Harri- 
son and  myself,  this  $30,000  for  eight  and  one-half  months.  The 
reason  eight  and  one-half  months  was  fixed  was  the  anticipation  that 
the  Senate  would  act  on  the  pending  treaty  at  that  time. 
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Senator  Smith  of  Michigan.  When  you  speak  of  the  budget,  do 
you  refer  to  the  salaries  of  the  Government  officials  as  well  as  appro- 
priations for  all  purposes? 

Mr.  CoxANT.  Yes. 

Senator  Swanson.  The  entire  disbursement  of  the  Government? 

Mr.  CoNANT.  Yes. 

Senator  Swanson.  As  a  matter  of  fact,. the  Nicaraguans  have  very 
little  to  say  about  the  number  of  employees  or  their  salaries,  have 
they,  since  the  bankers  took  hold? 

Mr.  Con  ANT.  I  could  not  answer  that  question  either  affirmatively 
or  negatively  unless  I  know  what  you  implied  by  it. 

Senator  Swanson.  You  had  spoken  of  Mr.  Harrison  several  times. 
Brown  Bros,  and  Seligman  have  a  London  office,  have  they  not? 

Mr.  CoNANT.  Brown  Bros,  have,  and  Seligman. 

Senator  Swanson.  Is  Mr.  Harrison  identified  with  their  London 
office  ? 

Mr.  CoNANT.  Not  to  my  knowledge.  He  was  simply  picked  out 
as  a  man  like  myself  who  had  some  experience  in  similar  matters. 

Senator  Williams.  He  had  experience  in  India  and  you  in  the 
Philippines  ? 

Mr.  CoNANT.  Yes;  he  has  been  in  British  India  for  25  years,  part 

of  the  time  as  head  of  the  financial  department. 

\)     Senator  Pomerene.  You  were  in  Nicaragua,  as  you  say,  about 

;i  three  months.     Were  you  able  to  get  in  touch  with  public  sentiment 

sufficiently  to  enable  you  to  give  us  an  opinion  as  to  the  extent  of  the 

support  that  the  Diaz  administration  had  in  the  country  ? 

Mr.  Con  ANT.  Well,  that  is  a  difficult  question  to  answer.  I  should 
be  glad  to  answer  you  to  the  best  of  my  ability. 

Senator  Pomerene.  I  know  that  it  is  a  difficult  question. 

Mr.  Con  ANT.  I  w^as  not  sufficiently  in  touch  with  public  senti- 
ment— I  did  not  knock  about  the  towns  as  I  w^ould  if  I  were  a  candi- 
date for  Congress  in  this  country.  As  far  as  meeting  the  people  was 
concerned  I  did  meet  a  majority  of  the  prominent  ones  in  that  com- 
munity. Of  course  it  is  a  small  community.  There  are  only  three 
towns  of  any  importance,  Leon,  Managua,  and  Granada.  We  were 
not  in  Leon,  but  visited  Granada.  We  were  most  of  the  time  in 
Managua.  We  also  made  side  trips  up  to  the  sugar  plantation  and 
this  plantation  of  Mr.  Wheelock,  where  we  asked  him  about  the 
launch.  The  general  feeling  among  the  people  in  Nicaragua  was  that 
they  were  very  solicitous  to  have  the  United  States  protect  the  exist- 
ing status;  that  is,  to  give  some  assurance  of  order  and  stability.  In 
fact,  I  was  perfectly  amazed  when  I  went  up  to  Granada  on  Christ- 
mas eve.  They  gave  us  a  fancy  dress  ball,  in  which  there  were  beau- 
tiful costumes,  with  the  houses  beautifully  decorated.^  They  said  it 
was  the  first  they  had  given  since  early  in  Zalaya's  regime,  since  he 
had  dispersed  them,  through  the  means  of  police  and  soldiers,  put- 
ting revolvers  at  the  women's  heads  and  telling  them  to  go  home.  So 
it  was  a  sort  of  celebration  of  the  liberation.  On  the  day  following, 
which  was  Sunday,  Christmas  evening,  representative  citizens  ot 
Granada  got  around  us.  Most  of  them  spoke  English  or  French  very 
well.  Some  of  them  said  just  what  was  needed  was  what  was  in  the 
pending  treaty,  that  they  wished  we  would  extend  the  Piatt  amend- 
ment to  Nicaragua,  so  that  they  could  have  the  assurance  that  they 
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would  not  be  put  into  exile — that  they  would  be  glad  to  see  the 
American  flag  raised.     I  thought  at  first  it  was  just  buncombe. 

Senator  Pomerene.  Were  these  Nicaraguans  or  foreigners?  • 

Mr.  CoNANT.  Nicaraguans. 

Senator  Pomerejse.  Where  these  people  with  whom  you  were  in 
touch  there  members  of  the  Conservative  Party,  which  is  the  Diaz 
party,  as  I  understand,  or  were  they  of  the  Liberal  Party? 

Mr.  CoNANT.  So  far  as  I  know  they  were  mostly  members  of  the 
Conservative  Party,  because  you  will  find  in  those  countries  that  a 
minority  party  does  not  make  itself  very  conspicuous.  You  know 
every  member  of  the  Diaz  government  was  in  exile  during  Zelaya's 
regime,  and  while  I  do  not  know  that  it  is  necessary  for  Zelaya's 
followers  to  fear  Diaz's  administration,  most  of  them  have  stayed 
away.  The  house  occupied  by  the  American  legation  in  Managua 
was  a  showy  house,  without  very  much  back  of  it,  built  by  a  man 
named  Gamez.  It  was  still  owned  by  him  and  the  rent  paid  to  some 
agent  of  his,  but  people  said  generally — it  was  a  byword  there — ^it 
was  built  with  the  sweat  and  blood  of  the  Nicaraguan  people,  be- 
cause they  believed  there  had  been  so  much  graft  exacted. 

Senator  Smith  of  Michigan.  You  are  not  speaking  of  the  Campo 
de  Marte  ? 

Mr.  CoNANT.  No;  not  the  Campo  de  Marte.  I  do  not  know  how 
that  was  built. 

Senator  Swanson.  Is  there  anything  there  that  would  prevent  a 
peaceful  revolution  if  they  desired  it  to  change  the  Government  ? 

Mr.  CoNANT.  That  is  a  hard  question  to  answer,  because  the  people 
are  so  illy  qualified  for  orderly  self-government.  It  must  be  backed 
up  by  force.  No  matter  how  good  a  man  Zelaya  or  Diaz,  if  they 
stayed  down  in  the  executive  mansion  and  did  not  have  troops  in  the 
Campo  de  Marte  or  did  not  hold  troops  in  the  barracks  in  Grenada 
and  Leon  they  might  as  well  shut  up  shop. 

Senator  Swanson.  I  understand  you  have  got  to  have  force  to 
keep  a  revolutionary  force  from  seizing  the  Government,  but  does 
not  the  Government  provide  for  an  orderly  method  for  making  of 
officers  ? 

Mr.  CoNANT.  There  is  a  constitution.  I  do  not  know  when  the  next 
election  occurs.  I  think  President  Diaz  was  elected  at  a  regular 
election  a  year  ago. 

Senator  Smith  of  Michigan.  Yes;  October,  1913. 

I  have  a  report  from  Col.  Pendleton,  who  was  in  charge  of  the  | 
marines  down  there,  in  which  he  gives  it  as  his  opinion,  according  |k 
to  the  Navy  Department,  that  fully  TO  per  cent  of  the  people  downT 
there  are  allied  with  the  party  not  now  in  power. 

Senator  Pomerene.  Not  now  in  power? 

Senator  Smith  of  Michigan.  I  have  his  entire  report. 

Senator  Pomerene.  What  is  the  date  of  the  report  ? 

Senator  Shively.  In  what  capacity  did  he  report  ? 

Senator  Smith  of  Michigan.  December  T,  1912.  Col.  Joseph  H. 
Pendleton,  commanding  the  first  provisional  regiment  of  marines. 

Senator  Shively.  To  whom  does  he  report  ? 

Senator  Smith  of  Michigan.  To  the  Navy  Department. 

Senator  Shively.  Is  the  document  you  have  here  a  part  of  that 
report  ? 
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Senator  Smith  of  Michigan.  Yes;  showing  the  activities  of  our 
marines  and  soldiers. 

The  Chair3ian.  The  majority  in  Nicaragua  is  composed  of  what 
kind  of  human  beings  ? 

Mr.  Co^'A^'T.  They  are  00  per  cent  Indians,  according  to  calcula- 
tions. •  Sometimes  we  hear  they  are  disorderly,  because  they  are 
Spanish,  but  it  is  rather  because  they  are  not  Spanish.  The  two 
white  men's  countries — Costa  Rica  and  Salvador — are  extremely  well 
governed.  Costa  Rica  is  nearly  all  white.  Salvador,  with  40  per 
cent  white  men,  is  also  well  governed.  The  constitutional  guaranties 
receive  some  respect,  but  in  the  other  three  countries — Guatemala, 
Honduras,  and  Nicaragua — ^you  have  a  population  which  is  practi- 
cally 90  per  cent  Indian. 

They  are  not  capable  of  self-government  in  our  sense  of  the  word. 
They  do  not  know  anything  about  it. 

The  Chairman.  How  do  they  live? 

Mr.  CoNANT.  On  any  old  thing  that  they  pick  up.  Some  have 
little  shacks  and  small  plantations,  and  about  the  cities  they  live 
by  personal  service  and  by  loafing  around.  Of  course,  the  country 
is  warm,  and  they  do  not  need  much  covering.  They  do  not  need 
much  shelter,  and  they  do  not  need  much  clothing.  The  conditions 
are  absolutely  different  from  here. 

The  Chairman.  You  say  the  population  is  composed  of  about  90 
per  cent  of  that  class  of  people  ? 

Mr.  Con  ANT.  Pretty  nearly. 

I  think  the  Indian  has  a  greater  capacity  for  development  than  the 
Negro.  Give  the  Indian  a  chance,  and  he  makes  more  progress.  The 
thing  is  that  they  have  had  no  chance  in  these  countries.  They  have 
been  pitchforked  from  one  revolutionary  army  into  another.  They 
do  not  care  anything  about  revolutions.  But  the  stories  that  we 
heard  were  that  Zelaya  would  send  a  file  of  soldiers  down  to  a  sugar 
plantation  and  tell  them  that  they  had  got  to  enlist,  and  if  they  did 
not  they  would  be  killed.     Therefore,  they  would  enlist. 

Senator  Smith  of  Michigan.  Here  is  a  part  of  the  report  of  our 
naval  officer  in  command  at  one  of  the  ports  down  there.     It  reads : 

The  jieneral  desired  to  know  whether  we  were  getting  along  all  right,  to 
which  the  colonel  replied  that  we  were.  Did  we  need  anything?  Nothing  par- 
ticular, but  would  like  to  be  assured  that  the  railroad  would  be  kept  oiien. 

The  political  situation  was  then  discussed,  with  the  idea  of  obtaining  the 
the  views  of  those  people.  The  following  statements  were  elicited :  Adolpho 
Diaz  is  now  President  of  Nicaragua,  with  Camorro  as  minister  of  war.  Diaz 
is  the  successor  of  Estrada,  who  advocated  the  present  Congress  of  40  delegates, 
who  are  entirely  conservative,  and  most  of  the  members  were  elected  by  fraud 
or  installed  by  force.  The  tenure  of  this  government  was  stn^ured  and  held  by 
force,  etc. 

Senator  Swanson.  That  is  not  what  he  says.  That  is  the  state- 
ment of  somebody  else. 

Senator  Smith  of  Michigan.  What  is  that? 

Senator  Swanson.  Is  that  the  statement  of  Col.  Pendleton  ? 

The  Chairman.  Who  made  that  statement? 

Senator  Smith  of  Michigan.  That  statement,  I  think,  was  made  by 
Col.  Ivong. 

The  Chairman.  Long? 

Senator  Smith  of  Michigan.  Yes,  sir ;  that  is  the  way  it  was  given 
to  me. 
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The  Chairman.  Do  you  mean  that  that  officer  states  that  these 
people  were  elected  by  fraud? 

Senator  Smith  of  Michigan.  This  is  a  report  made  to  the  Navy 
Department. 

Senator  Swanson.  As  I  understand  it,  that  is  not  his  statement, 
but  a  statement  that  somebody  made  to  him. 

Senator  Smith  of  Michigan.    Those  were  observations. 

Senator  Shively.  Was  that  a  report  made  at  the  request  of  the 
Navy  Department? 

Senator  Smith  of  Michigan.  It  was  a  report  to  the  Navy  De- 
partment. It  shows  the  extent  of  our  military  occupation,  the  bat- 
tles in  which  they  engaged,  and  the  condition  from  day  to  day  of 
the  men,  giving  the  dates,  where  they  were  and  what  they  did. 

Senator  Shively.  You  spoke  of  the  men.  Do  you  mean  our  men, 
the  men  of  the  Navy  ? 

Senator  Smith  of „  Michigan.  Our  marines.  That  is  the  report 
made  in  detail. 

Senator  Shively.  Have  you  any  objection  to  that  going  into  the 
record  as  a  whole? 

Senator  Smith  of  Michigan.  I  think  it  ought  to  go  in,  but  I  think 
it  would  be  better  to  have  the  chairman  ask  the  department  for  it  and 
get  it  under  his  approval. 

Senator  Shively.  I  suggest  something  of  that  kind,  because  we 
are  incorporating  extracts  from  it. 

The  Chairman.  Mr.  Conant,  is  there  anything  more  that  you  could 
say  that  you  think  ought  to  be  said  ? 

Mr.  Conant.  If  the  committee  will  bear  with  me,  I  will  say  just 
a  thing  about  this  political  situation.  Such  things  as  have  been  read 
here,  you  can  hear  from  all  these  people  about  the  other  side.  It  is 
almost  impossible  to  gauge  public  opinion.  In  the  first  place,  you 
have  to  understand  if  there  is  any  public  opinion  outside  of  the  few 
educated  men,  the  merchants  and  the  white  men.  In  the  second 
place,  there  are  so  many  personal  jealousies.  When  our  marines  went 
up  there  it  was  to  suppress  an  insurrection  by  Gen.  Mena,  who  had 
been  acting  with  the  Conservative  Party,  but  who  felt  he  had  not 
been  treated  right.  If  the  Liberals  supported  Mena — which  I  do 
not  think  they  did — it  was  only  as  a  dernier  resort.  It  was  not  be- 
cause they  loved  Mena.  This  very  assembly  which  was  there  when 
I  was  there 

Senator  Smith  of  Michigan.  This  is  1912  ? 

Mr.  Conant.  That  was  a  later  one,  elected  after  the  Mena  revolu- 
tion was  suppressed.  The'  assembly  when  I  was  there  was  largely 
in  Mena's  hands.  Gen.  Chamorro  had  not  more  than  4  or  5  friends 
out  of  40  members.  The  rest  would  do  practically  what  Mena  told 
them.  But  after  the  revolution  I  believe  they  elected  a  new  assembly, 
and  those  remarks,  I  assume,  refer  to  that. 

Senator  Shively.  From  your  experience  there  and  knowledge  of 
the  situation,  what  is  your  judgment  of  the  effect  of  the  ratification 
of  this  treaty  ? 

Mr.  Conant.  It  would  save  Nicaragua  from  anarchy  and  blood- 
shed and  the  constant  series  of  revolutions.  It  is  hopeless  to  have 
stability  there,  and  whether  President  Diaz  is  a  good  President  or  a 
bad  President,  if  he  is  subject  to  constant  revolution  you  can  not  get 
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capital  there,  and  j^ou  can  not  give  any  encouragement  to  the  people 
to  be  industrious.  The  country  can  not  take  a  step  forward,  and  the 
monetary  syst€;m  and  everything  will  collapse. 

Senator  Swanson.  Is  there  any  chance  of  establishing  stability  ex- 
cept by  some  outside  influence? 

Mr.  CoNANT.  Very  little,  unless  you  have  a  resolute  dictator  like 
Zelaya,  or  the  representative  of  another  State  that  I  will  not  mention. 

Only  by  force,  actual  or  feared,  can  you  prevent  constant  personal 
jealousies  leading  to  revoliition. 

Senator  Pomerexe.  Would  this  Piatt  amendment  be  seized  upon 
by  the  I^iberal  Party  as  a  cause  for  another  revolution  if  it  w^ere 
incorporated  in  this  treaty  ? 

Mr.  CoNANT.  If  they  felt  they  were  strong  enough  they  would  seize 
on  anything.  So  would  any  other  revolutionary  leader  that  thought 
he  had  a  show.  Those  countries  have  gotten  in  such  condition  that 
only  some  strong  force  that  is  recognized  to  be  independent  and  un- 
prejudiced in  a  measure,  and  capable  of  enforcing  order  under  all 
circumstances,  can  give  them  any  hope  of  seeing  the  light.  If  these 
revolutions  led  to  progress,  as  they  did  with  us  in  1776  and  in  France, 
we  might  permit  one  or  two  of  them  to  go  on.  But  they  do  not  lead 
to  progress.  It  is  only  a  question  between  one  avaricious  dictator  and 
another. 

Senator  Pomerexe.  Is  not  that  equally  true  of  Guatemala  and 
Honduras? 

Mr.  CoNANT.  We  are  on  friendly  relations  with  those  sovereignties, 
are  we  not?  The  condition  of  the  people  is  just  the  same.  The 
President  of  Guatemala — there  is  a  difference  of  opinion 

Senator  Pomerene.  We  are  on  friendly  relations  w^ith  Nicaragua  ? 

Mr.  CoNANT.  Yes. 

Senator  Shively.  I  understand  that  the  distinction  you  make  there 
is  that  the  latter  country  you-  mention  has  a  larger  white  element  ? 

Mr.  CoNANT.  No;  not  in  Guatemala.  In  Costa  Rica  and  Salvador 
you  have  an  orderly  white  man's  government,  but  in  Honduras  and 
Guatemala  you  have  90  per  cent  Indians.  Estrada  Cabrera  has  been 
President  of  Guatemala  since  1898,  and  has  maintained  order,  but 
has  done  it,  his  enemies  say,  at  a  great  sacrifice  of  constitutional 
guaranties,  and  they  make  such  charges  as  you  usually  hear  against 
I^atin-American  dictators.  The  trouble  with  these  countries  is  that 
a  little  graft,  what  with  us  would  amount  to  nothing — if  a  man  here 
took  two  or  three  million  and  went  to  Paris— if  done  in  New  York 
would  not  make  any  difference,  but  in  a  country  of  600,000  people, 
where  the  average  productive  capacity  of  the  individual  is  perhaps 
$50  a  year,  that  means  impoverishment  for  them.  That  single  fact 
in  itself  means  a  deterrent  to  capital  and  to  industry. 

The  Chairman.  I  have  a  communication  from  the  State  Depart- 
ment in  relation  to  the  depth  of  water  in  Fonseca  Bay  which  I  will 
ask  to  have  inserted  in  the  record. 

(The  letter  and  accompanying  paper  is  as  follows:) 

Dkpartmknt  ok  Statk. 

Washiniitnn,  June  .20.  /.''/). 
Hon.  William  J.  Stonk. 

Chairman  Fhrcign  Rclationft  (Uniivntiec, 

United  HialcH  Senate. 
My  Dkaii  Mr.  Stonk:  In  complijinco  with  your  su>rj:t»stlon,   I  Imve  secured 
and  am  incloKluK  a  ineiuoranduni  niadr  l»y  ('ai>t.  Washington.  (»f  thi»  Hydro- 
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graphic  Office,  Navy  Department,  referring  to  tlie  depth  of  water  in  Fonseca 
Bay  near  the  Nicaraguan  coast. 
Yours,  very  truly, 

W.  J.  Bryan. 


Hydrographic  Office, 
Washington,  D.  C,  June  23,  1914. 

MEMORANDUM    FOR   THE    SECRETARY   OF    STATE. 

1.  In  compliance  with  your  request,  the  following  mehiorandum  is  forwarded 
relative  to  the  approaches  to  and  anchorage  in  the  Gulf  of  Fonseca,  Nicaragua. 

2.  The  landmarks  for  entering  the  Gulf  of  Fonseca  are  the  volcanoes  of  Con- 
chagua  and  Coseguina,  which  plainly  mark  the  entrance  on  the  north  and  west 
sides  of  the  bay.  Between  these  two  points  the  water  is  deep,  varying  from 
about  36  feet  to  a  maximum  of  125  feet,  with  no  dangers. 

3.  Approaching  the  entrance  to  the  gulf  from  the  southward,  the  shore  is 
steep-to,  and  deep-draft  vessels  can  go  close  in  without  danger,  the  water 
varying  from  about  30  feet  up  to  100  feet  or  more.  After  rounding  the  north- 
west point  (Cosequina  Point)  the  deep  water  can  be  carried  in  behind  Money 
Penny  Point,  where  ample  anchorage  can  be  found  varying  in  depth  from  about 

'80  feet  down  to  shoal  water.  From  Money  Penny  Point  for  a  distance  of  about 
5  miles  east  the  depth  varies  from  75  down  to  50  feet,  and  from  thence  east 
a  distance  of  3  miles  more  varies  from  50  to  30  feet.  All  of  this  area,  extending 
a  space  about  7  miles  east  and  west  and  more  than  3  miles  north  and  south, 
affords  excellent  anchorage,  well  protected  from  the  sea.  Farther  eastward 
an  area  of  about  4  by  2  miles,  inclosing  a  depth  from  30  to  24  feet,  is  also 
available  for  anchornge  for  small  craft,  aiuply  protected  from  the  sea. 

4.  The  anchorage  space  north  of  Coseguina  Volcano,  and  east  of  Money  Penny 
Point,  affords  a  total  anchorage  area^of  about  9  by  4  miles  (9  miles  long  and 
4  miles  wide),  all  of  which  is  completely  protected  from  storms  or  bad  weather 
from  the  Pacific. 

(Thereupon,  at  12  o'clock  m.,  the  committee  adjourned  until  Mon- 
day, June  29,  1914,  at  10  o'clock  a.  m.) 
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MONDAY,  JUNE  29,   1914. 

Committee  on  Foreign  Relations, 

United  States  Senate, 

Washington^  D.  G. 

The  committee  met  at  10  o'clock  a.  m.,  pursuant  to  adjournment. 

Present:  Senators  Stone  (chairman),  Shively,  Hitchcock,  Williams, 
Pomerene,  Smith  of  Arizona,  Saulsbury,  Smith  of  Michigan,  Root, 
and  McCumber;  also  the  Hon.  William  Jennings  Brj^an,  Secretarj^ 
of  State;  Severo  Mallet-Prevost,  Esq.;  and  Hugo  Kohlmann, 
attorney. 

The  Chairman.  Which  of  you  gentlemen  desire  to  be  heard  first? 

Senator  Smith  of  Michigan.  Mr.  Chairman,  Mr.  Mallet-Prevost 
wants  to  get  away,  and  I  suppose  it  would  be  a  courtesy  to  let  him 
proceed  now. 

Mr.  Mallet-Prevost.  I  am  very  much  obliged  to  you,  Senator, 
for  so  promptly  and  courteously  answering  my  telegram  allowing 
me  to  appear  at  this  time. 

The  Chairman.  The  committee  is  very  much  obliged  to  you,  and 
we  desire  to  do  anything  we  can  to  accommodate  you. 

TESTIMONY  OF  SEVERO  MALLET-PREVOST,  NO.  30  BROAD  STREET, 

NEW  YORK  CITY. 

Severo  Mallet-Prevost,  having  been  first  duly  sworn  by^  the  chair- 
man, testified  as  follows : 

The  Chairman.  Please  state  your  name,  residence,  and  business. 

Mr.  Mallet-Prevost.  Severo  Mallet-Prevost ;  I  reside  at  969  Park 
Avenue,  New  York  City;  I  am  a  member  of  the  bar  of  that  State, 
and  have  my  office  at  No.  30  Broad  Street. 

The  Chairman.  You  have  had  something  to  do  with  Nicaraguan 
affairs,  have  you  ? 

Mr.  Mallet-Prevost.  I  have. 

The  Chairman.  As  far  as  you  can,  we  would  be  glad  if  you  would 
state  what  your  connection  with  Nicaraguan  affairs  has  been  and 
what  your  information  or  knowledge  is  as  to  the  conditions  in  that 
country. 

Mr.  Mallet-Prevost.  I  want  to  say  at  the  outset  of  my  testimony, 
gentlemen,  that  although  I  have  been  acting  in  this  matter  as  counsel 
for  Brown  Bros.  &  Co.  and  for  J.  &  W.  Seligman  &  Co.,  those  gen^ 
tlemen  desire  me  to  make  a  very  full  and  complete  statement  of  every- 
thing that  has  transpired,  and  they  have  released  me  from  any  profes- 
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sional  engagements  which  might  make  it  difficult  for  me  to  testify. 
In  other  words,  I  am  prepared  to  give  you  full  information  and  to 
answer  an}^  questions  that  may  be  put  to  me. 

For  the  convenience  of  the  committee  and  Avith  a  view  to  expedit 
ing  this  matter,  I  venture  to  suggest  that  before  I  am  interrogated 
on  any  particular  phases  of  the  transactions  that  I  be  permitted  to 
give  a  general  outline  from  the  beginning  of  what  has  taken  place 
up  to  this  time. 

The  Chair:man.  That  will  be  satisfactory. 

Mr.  Mallet- Prevost.  It  was  toward  the  close  of  1910  that  I  was 
retained  by  Brown  Bros.  &  Co.  in  connection  with  negotiations 
w^hich  had  been  entered  into  by  them  with  a  company  known  as 
the  George  D.  Emery  Co.  to  purchase  the  business  and  assets  of  that 
company.  The  George  D.  Emery  Co.  was  a  Maine  corporation, 
w^hich  was  engaged  in  business  in  Nicaragua.  It  owmed  extensive 
lands  and  extensive  timber  rights,  and  it  also  owned  some  real 
property  in  the  State  of  Massachusetts,  and  it  owned  an  interest  in 
a  claim  against  Nicaragua  w^hich  had  been  reduced  to  the  form  of  a 
protocol  between  the  United  States  and  Nicaragua.  I  do  not  recall 
now  out  of  what  circumstances  that  claim  arose,  but  it  was  a  matter 
that  w^as  pending  diplomatically  between  the  two  countries  for  some 
time,  and  finally  this  protocol  was  negotiated  by  virtue  of  which 
Nicaragua  received  certain  benefits  and  the  return  of  certain  con- 
cessions, or  certain  properties,  was  relieved  of  certain  liabilities  and 
agreed  to  pay  to  the  United  States  the  sum  of  $600,000  for  the 
benefit  of  the  Emery  Co.,  the  payments  to  be  made  at  specific  dates. 
The  Emery  Co.  was  controlled  at  that  time  by  a  man  bv  the  name 
of  Segar  who  lived  in  London.  He  was  anxious  to  retire  from  busi- 
ness and  he  offered  to  sell  the  business  out  to  Brown  Bros.  They 
did  not  care  to  buy  it  for  themselves,  but  they  interested  two  gentle- 
men in  New^  York  by  the  name  of  Williams,  who  were  lumber  mer- 
chants, and  they  were  brought  into  the  negotiations.  The  Williamses 
w^ere  willing  to  buy  the  lumber  business  as  a  going  business,  but 
they  did  not  care  to  have  anything  to  do  with  what  they  called  the 
dead  assets  of  the  company,  which  were  the  claim  against  Nicaragua 
under  the  protocol  and  the  real  estate  in  Massachusetts.  These  had 
no  direct  relation  to  the  business  of  the  company,  and  so  in  order 
to  put  that  deal  through  Brown  Bros.  &  Co.  bought  the  real  estate 
in  Massachusetts  and  the  company's  claim  under  the  Nicaragua 
protocol,  and  the  Williamses  bought  the  rest  of  the  company. 

It  was  in  connection  with  that  business  that  I  came  to  Wash- 
ington a  number  of  times  toward  the  close  of  1910,  and  in  January 
of  1911,  among  other  things,  for  the  purpose  of  investigating  the 
records  of  the  State  Department  with  reference  to  that  protocol, 
and  the  matter  was  put  through  some  time  in  January,  1911. 

During  one  or  more  of  those  visits  I  ascertained  that  a  Nicaraguan 
loan  was  in  contemplation,  and  that  one  of  the  ])urposes  of  that 
loan  was  to  provide  money  with  which  to  ])ay  off  this  claim  of  the 
United  States.  It  occurred  to  me  that  that  was  business  that  mi^ht 
iijtere.st  my  clients  and  I  therefore  brought  it  to  their  attention  with 
the  result  that  cm  February  2,  1911,  my  clients  wrote  a  letter  to 
Secretary  Knox  saying  that  the  matter  had  been  brought  to  their 
attention  and  that  tiiey  would  like  to  have  an  o])])ortunity  to  become 
interested  in  the  matter. 
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Senator  Smith  of  Michigan.  You  say  your  "  clients.-'  I  would 
like  to  have  you  define  that  more  particularly. 

Mr.  Malleit-Prevost.  Brown  Bros.  &  Co.  There  is  nothing 
special  in  this  letter,  and  I  shall  not  take  the  time  of  the  committee 
to  read  it. 

The  Chairman.  You  can  leave  it  with  the  stenographer. 

Senator  Williams.  I  believe  I  would  like  to  have  it  read. 

Mr.  Mallett-Prevost  (reading)  : 

(G) 

February  2,  1911. 
Hou.  Philander  C.  Knox, 

Secretary  of  State,  Washngton,  D.  C. 

Sir  :  We  understand  tliat  the  Government  of  Nicaragua  is  considering  the  \ 
advisability  of  obtaining  a  new  lonn  for  the  purpose  of  refunding  her  present 
indebtedness  and  of  providing  for  other  governmental  needs.  We  also  under- 
stand that,  in  order  to  secure  such  loan  upon  advantageous  terms,  the  Govern- 
ment of  Nicaragua  is  desirous  of  enlisting  the  good  offices  of  our  own  Govern- 
ment and  of  entering  into  engagements  with  it  which  shall  furnish  a  satisfac- 
tory basis  for-such  security  as  mny  be  required.  Should  this  information  be 
substantially  correct,  we  beg  to  say  thnt,  as  bankers,  we  shall  be  glad  to  have 
the  opportunity  of  negotiating  for  such  a  loan. 

Apart  from  our  general  interest  in  a  matter  of  this  kind,  we  beg  to  add  that 
we  nre  interested  in  the  George  I).  Emery  Co.'s  claim  against  Nicaragua,  under 
the  protocol  of  September  18.  1909.  and  that  we  have,  therefore,  a  peculiar 
interest  in  the  readjustment  of  that  country's  finances. 

We  shall,  therefore,  greatly  appreciate  it  if  you  will  furnish  us  with  such 
information  regarding  the  matter  as  may  be  available,  and  if  you  will  at  the 
same  time  do  what  may  be  necessary  to  place  us  in  position  to  negotiate  with  ' 
the  proper  parties  for  the  loan  referred  to. 

We  have  the  honor  to  be.  very  respectfully,  yours, 

Brown  Bros.  &  Co. 

The  Chairman.  That  letter  is  to  whom? 

Mr.  Mallet-Prevost.  That  is  written  by  the  bankers.  Brown  Bros. 
&  Co.,  to  the  Secretary  of  State.  That  letter  was  acknowledged  a 
ftw  days  later.  I  have  acknowledgments  here  in  Avhich  the  Secre- 
tary stated 

Senator  Smith  of  Michigan.  Please  give  the  date  of  that. 

Mr.  Mallet-Prevost.  February  6,  1911.  The  acknowledgment  is 
as  follows: 

Copy.]  (C) 

Department  of  State, 
Washington,  February  6,  1911. 
Messrs.  Brown  Brothers  &  Company, 

59  Wall  Street,  New  York  City. 
Gentlemen  :  In  answer  to  your  letter  of  the  2d  instant  in  relation  to  the 
loan  which,  it  is  said,  the  Government  of  Nicaragua  desires  to  obtain  for  the 
purpose  of  refunding  the  i)resent  indebtedness  of  that  country  and  of  providing 
for  other  governmental  needs,  you  are  informed  that  the  department  will  be 
glad  to  use  its  efforts  to  the  end  that  you  shall  have  an  equal  opportunity  with 
other  American  bankers  to  bid  for  any  loan  that  the  Nicaragua  Government  may 
desire  to  secure. 

I  am.  gentlemen,  vour  obedient  servant, 

(Sgd)  P.  Knox. 

We  understood  at  that  time  that  a  treaty  between  the  United 
States  and  Nicaragua  was  in  contemplation. 

The  Chairman.  I  think,  if  you  gentlemen  will  excuse  me,  I  will 
ask  these  gentlemen  to  step  in  the  other  room,  and  we  will  call  them 
later. 
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(Mr.  Wands  thereupon  retired  from  the  room.) 

Mr.  Mallet- Prevost.  I  will  state  that  the  only  reason  I  asked  Mr. 
Kohlmann.  one  of  my  partners,  to  be  here  was  because  he  might  help 
me  a  little  with  these  papers  in  order  to  facilitate  the  matter.  He  is 
not  a  witness,  and  I  suppose  there  is  no  objection  to  his  remaining. 

The  Chairman.  Very  well. 

Mr.  Mallet- Prevost.  We  understood,  first,  that  a  convention  was 
being  negotiated  with  Nicaragua  similar  to  the  convention  which 
had  been  negotiated^  ^^  ith  Honj^gras,  and  that  a  loan,  if  it  was  made, 
wbTiTd'Be'in  connection  witlTsuch  a  convention.  I  was  also  informed 
at  that  time  that  Nicaragua  had  requested  the  State  Department  to 
suggest  the  name  of  some  one  who  could  act  as  financial  adviser  in 
the  matter,  and  that  the  State  Department  had  recommended  Mr. 
Ernest  H.  Wands,  who  was  here  a  moment  ago.  Mr.  Wands  had 
gone  to  Nicaragua  at  the  time  I  first  learned  of  the  matter. 

I  had  a  number  of  conferences  here  in  Washington  with  repre- 
sentatives of  the  State  Department,  principally  with  Mr.  Doyle,  who 
was  the  head  of  the  Latin  American  Bureau,  and  also  with  Dr.  Cas- 
trillo,  who  was  the  Nicaraguan  minister  here  at  that  time,  preparing 
the  way  for  my  clients  to  come  into  the  negotiations.  Dr.  Castrillo 
was  very  anxious  that  the  bankers  should  make  a  temporary  loan, 
and  gave  me  to  understand  that  anyone  who  did  that  would  have  a 
preference  with  reference  to  the  larger  loan  that  was  in  contempla- 
tion. 

My  clients  were  not  disposed  to  deal  with  the  subject  in  that  way, 
and  I  said  so  finally  to  Dr.  Castrillo  and  told  him  if  he  could  deal 
on  those  terms  with  anyone  else  I  did  not  want  in  any  way  to  ask 
him  to  wait  for  us.  I  do  not  know  what  he  did,  but  evidently  he  did 
not  succeed,  and  toward  the  latter  part  of  March  Mr.  Wands  re- 
turned from  Nicaragua.  Neither  my  clients  nor  I  had  ever  met  Mr. 
Wands ;  in  fact,  I  never  heard  of  him  until  I  heard  his  name  in  this 
connection. 

Secretary  Bryan.  Did  you  have  anything  to  do  with  the  Ethel- 
burga  matter  at  all? 

Mr.  ^Mallet- Prevost.  Yes;  I  am  coming  to  that  a  little  later.  I 
want  to  take  up  these  things  in  their  chronological  order  so  that  I 
will  make  it  clearer. 

Mr.  Wands  came  back  toward  the  end  of  March.  He  first  called 
on  the  bankers  in  New  York — I  mean  Brown  Bros.  I  was  brought 
into  the  matter  at  the  second  conference,  and  we  had  quite  a  number 
of  conferences  with  him,  the  general  purpose  of  which  was  to  get 
information  as  to  the  conditions  in  Nicaragua,  ns  to  its  finances,  as 
to  its  income  and  budget,  and  as  to  the  general  conditions  there.  The 
information  was  very  imsatisfactory,  because,  as  to  records,  there 
simply  were  no  records.  We  almost  had  to  guess  at  things.  So  far 
as  we  could  ascertain,  the  customs  had  been  producing  about  $900,000 
a  year,  but  the  whole  thin^  was  very  uncertain.  We  also  discussed  as 
to  what  should  be  done  with  the  proceeds  of  the  loan. 

Senator  Smith  of  Michigan.  You  mean  when  you  said  "  had 
been" 

Mr.  Mallett-Prevost.  Up  to  that  time. 

Senator  Smith  of  Michigan.  That  covers  how  much  of  a  term? 
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Mr.  Mallett-Prevost.  Always  back.    We  could  get  nothing. 

Senator  Hitchcock.  1911? 

Mr.  Mallett-Prevost.  1911.  What  was  contemplated  was  a  loan 
or  bond  issue  of  $15,000,000.  The  intention  was  to  issue  immedi- 
ately $12,000,000  of  those  bonds  and  to  reserve  $3,000,000  for  future  <JC 
issue.  The  purposes  as  they  were  discussed  with  Mr,  Wands  were 
to  provide  money,  in  the  first  place,  for  dealing  with  the  Ethelburga 
loan,  which  I  shall  take  up  in  detail  later ;  in  the  second  place,  pro- 
viding money  to  pay  external  creditors,  among  which  was  the  amount 
owing  on  this  Emery  claim;  in  the  third  place,  to  take  care  of  a 
large  number  of  liquidated  internal  debts;  in  the  fourth  place,  to 
provide  payment  for  such  judgments  as  might  be  rendered  by  the 
mixed  claims  commission,  which  had  been  established;  in  the  next 
place,  to  provide  a  fund  for  introducing  a  new  currency  system  and 
establishing  a  national  bank  in  Nacaragua;  in  the  next  place,  to 
provide  money  for  the  building  of  a  railroad  to  connect  the  Atlantic 
coast  with  the  Pacific  coast,  or  with  the  Pacific  coast  railroad  sys- 
tem: and  I  think  that  was  all,  excepting  for  some  general  minor 
purposes. 

If  I  may  be  allowed  to  refer  to  some  notes  that  I  have  prepared, 
I  think  it  will  help  me.  I  have  the  draft  of  the  letter  here  which  T 
prepared  on  May  31,  1911.  It  is  a  draft  which  was  never  used,  but 
which  is  useful  at  this  time  as  showing  the  state  of  the  negotiations 
at  that  date.  It  states  that  the  loan  is  to  be  for  $15,000,000;  that 
$12,000,000  are  to  be  issued ;  that  $3,000,000  are  to  be  reserved ;  and 
that  these  various  funds  are  to  be  provided  for.  I  think  I  have  given 
you  the  substance  of  it. 

The  Chairman.  Who  prepared  that? 

Mr.  Mallet- Prevost.  I  did  at  that  time. 

The  Chairman.  For  what  purpose  did  you  prepare  it? 

Mr.  Mallet-Prevost.  We  were  considering  making  a  bid  for  the 
loan,  which  we  were  negotiating  with  Mr.  Wands  as  financial  agent 
of  Nicaragua. 

This  particular  letter  was  not  used ;  it  w^as  modified  in  a  number  of 
respects,  and  finally,  on  June  21,  1911,  a  month  later,  we  did  make  a 
bid  which  is  contained  in  this  letter. 

Senator  Smith  of  Michigan.  Do  you  not  think  that  this  other 
letter  ought  to  go  into  the  record  ? 

Mr.  Mallet- Prevost.  I  will  give  you  all  of  these ;  I  will  not  take 
the  time  of  the  committee  to  read  them  now.  I  have  collected  many 
of  these.  They  are  the  only  copies  that  I  have  in  my  office,  and  with 
the  permission  of  the  committee  I  shall  take  these  back  with  me  and 
have  a  full  copy  made  of  everything  and  send  it  to  you.  I  would  not 
like  to  part  with  all  of  these,  as  they  are  my  own  records.  But,  as  I 
state,  I  will  have  a  full  copy  made  of  everything  I  have  brought  over 
Jiere  for  you.  if  that  is  satisfactory,  Mr.  Chairman. 

The  Chairman.  It  is  satisfactory  to  me  if  it  is  satisfactory  to  the 
other  members  of  the  committee. 

Senator  Smith  of  Michigan.  These  letters  that  you  have  here  are 
copies,  as  I  understand.     So  these  will  be  left  with  us  ? 

Mr.  Mallet-Prevost.  I  have  no  other  copies.  I  will  make  copies 
of  these. 
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(The  draft  of  the  "letter  or  bid  "  of  May  31,  1911,  is  as  follows:) 
Dft  May  31/11]  [9084-B2  N  G 

LETTER  OR  BID. 

Dear  Sir  :  We  understand  from  yon  that  iif  order  to  secure  a  loalX  in  this 
country  the  Republic  of  Nicaragua  proposes  to  enter  iiiio  a  convention  With  the 
United  States  similar  to  the  convention  dated  Jafe'tinrv  10.  1911,  between  the 

United  States  and  Honduras. " 

We  understand  also  that  the  terms  of  the  proposed  loan  are  to  be  substan- 
tially as  follows  : 

The  loan  is  to  be  for  $15,000,000  to  be  represented  by  an  issue  of  bonds,  of 
/which  $12,000,000,  par  value,  are  to  be  sold  at  this  time  and  the  remainine 
/  $3,000,000  are  to  be  held  for  future  sales. 

The  proceeds  of  the  sale  of  said  $12,000,000  of  bonds,  together  with  the 
.  $3,000,000  of  bonds  reserved  as  aforesaid,  are  to  be  distributed  into  seven  dif- 
ferent funds  and  are  to  be  applied  exclusively  for  certain  specific  purposes.    The 
seven  funds  referred  to  and  the  purposes  of  each  are,  briefly,  as  follows  : 

(1)  The  "Ethelburga  fund,"  which  shall  consist  of  $4,100,000  in  cash  and 
which  shall  be  used  for  the  purchase  or  redemption  of  boMs' which  were  issued 
by  the  Government  of  Nicaragua  pursuant  to  a  contra ctJ[atBdJ[aiUiai;y  19,  1909. 

(2)  The  "external  debt  fund,"  which  shall  consist  of  $750,000  in'  cash  and 
which  shall  be  applied  to  the  adjustment  and  settlement  of  certain  debts  owing 
to  various  foreigners. 

(3)  The  "internal  debt  fund,"  which  shall  consist  of  $1,160,000  and  which 
shall  be  applied  to  the  adjustment  and  settlement  pro  rata  of  various  internal 
debts  of  the  Republic  not  otherwise  provided  for; 

(4)  The  "mixed  claims  commission  fund,"  which  shall  consist  of  $ 

in  cash  and  $ in  bonds,  and  which  shall  be  applied  pro  rata  to  the  pay- 
ment of  such  awards  as  may  be  made  by  the  mixed  claims  commission  recently 
established ; 

(5)  The  "banking  and  currency  fund,"  which  shall  consist  of  $3,500,000 
in  cash  and  which  shall  be  applied  to  establish  a  bank  and  to  introduce  and 
maintained  a   stable  currency  system ; 

(6)  The  "  railway  fund,"  which  shall  consist  of  $500,000  in  cash  and  $ 

in  bonds,  and  which  shall  be  applied  to  the  construction  of  a  new  railroad  from 
some  point  on  or  near  the  Atlantic  coast  to  the  interior ;  and 

(7)  A  "general  fund,"  which  shall  consist  of  the  cash  balance  available 
from  the  proceeds  of  the  sale  of  the  $12,000,000  of  bonds  and  of  $ of 

;  bonds;  this  fund  is  to  be  used  for  certain  purposes  to  be  agreed  ui)on  be- 
Hw^een  the  Republic  and  the  purchasers  of  the  original  bonds,  whom  we  shall 
^iiereinafter  refer  to  as  the  "  bankers." 

The  bonds  which  are  to  be  thus  issued  and  sold  are  to  bear  5  per  cent  interest, 

are  to  mature  in years;  are  to  l)e  retired  annually  through  the  oi)era- 

tion  of  a  yearly  sinking  fund,  at  the  rate  of  102*  and  accrued  interest,  or  by 
purchase  in  the  open  market  at  a  lower  figure;  are  to  be  redeemable  at  any 
time,  at  the  option  of  the  Republic,  at  102* ;  are  to  be  of  such  denominations 
as  the  bankers  may  determine;  are  to  be  payable  in  United  States  gold  coin 
or  its  equivalent  in  various  foreign  currencies;  are  to  be  of  a  form  satisfactory 
to  the  bankers;  are  to  be  payable  either  to  bearer  or  to  registered  holders; 
are  to  be  listed  on  the  princii)al  stock  exchange  in  New  York  and  in  Europe; 
fTPe^To^be"  exempt  from  all  stamp  and  other  taxes  in  Nicaragua;  are  to  be 
secured,  first,  by  the  proiK)sed  convention  between  the  T'nited  States  and 
"?WW!Tffgua  ;  second,  by  all  cu.stoms  receivable  bj-  Nicaragua,  whether  on  exports 
or  imports;  third,  by  the  present  railroad  from  (^)rinto  to  Granada ;  and.  fourth, 
by  the  new  railroad  which  it  is  proiK)sed  to  construct. 

In  order  that  the  security  for  the  bonds  shall  be  effective,  the  customs  are 
to  be  collected  by  a  collector  general  of  customs  to  be  appointed  as  sliall  be 
provided  in  the  convention  above  referred  to. 

The  fiscal  agent  and  the  trustee  of  the  loan  are  to  l)e  selected  by  agreement 
between  the  Republic  and  the  bankers. 

We  under.stand  that,  in  addition  t<»  purchasing  the  $12.()00,0(K)  of  bonds  to 
be  first  offered,  the  Republic  of  Nicaragua  desires  that  the  bankers  shall 
obligate  thems<?lves  to  i)urcha.se  all  or  such  i)art  of  the  remaining  $.S.OO<MX)0 
of  bonds  as  the  Itepubllc  n«ay  desire  to  sell  during  a  period  of  five  years. 
This  obligation  on  the  part  of  the  bankers,  however,  is  to  he  limited  as  follows: 
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1.  Except  witli  the  approval  of  the  bankers,  no  further  bonds  shall  be  sola' 
or  offered  for  sale  within  two  years  after  the  date  of  the  sale  and  delivery  of 
the  $12,000,000  of  bonds  referred  to. 

2.  Any  sales  which  may  be  made  after  the  expiration  of  said  two  years  shall^ 
be  so  made  only  through  the  bankers. 

3.  If  at  the  time  of  any  such  further  sales  the  market  price  of  the  bonds 
should  be  less  than  the  purchase  price  of  the  first  $12,000,000  of  bonds,  the 
bankers  shall  purchase  the  same  at  such  original  price,  provided,  however, 
that  no  single  offering  shall  be  of  less  than  $500,000,  par  value,  of  bonds;  that 
at  least  six  months  shall  elapse  between  any  two  such  offerings;  that  in  such 
case  the  bankers  shall  not  be  obligated  to  purchase  more  bonds  than  may  be 
sufficient,  at  the  price  mentioned,  to  furnish  whatever  cash  may  at  that  time, 
in  the  opinion  of  the  bankers,  be  required  for  the  construction  of  the  new  rail- 
road and  for  certain  other  purposes  to  be  specified;  and,  finally,  that  in  the 
case  last  mentioned  the  bankers  may,  instead  of  buying  the  additional  bonds, 
loan  the  Republic  the  amounts  in  cash  which  it  may  require  for  the  purposes 
aforesaid,  such  loans  to  be  secured  by  the  bonds  themselves  to  an  amount  rep- 
resenting at  par  twice  the  amount  of  such  loans. 

We  understand  that,  as  a  partial  com])ensation  for  these  obligations  to  be 
assumed  by  the  bankers,  they  are  to  have  the  privilege  of  purchasing  such  addi- 
tional bonds,  when  offered  by  the  Republic,  at  three  per  centum  (3%)  below 
their  then  market  price,  provided,  of  course,  that  the  price  so  to  be  paid  shall 
in  no  case  be  less  than  the  original  purchase  price  of  the  $12,000,000  of  bonds 
before  mentioned. 

Upon  the  general  lines  above  set  forth  and  with  the  understanding  that  the 
terms  referred  to  shall  be  embodied  in  formal  contracts  which  shall  in  all 
respects  be  satisfactory  to  us,  we  hereby  offer  to  purchase  the  $12,000,000  of 
bonds  to  be  offered  as  aforesaid  for  the  net  sum  of  $ ;  provided,  however, 

(1)  Th-nt  the  Republic  shall  i^ay,  for  its  own  account,  the  cost  of  printing 
any  temporary  bonds  which  may  be  issued;  the  cost  of  engraving  and  printing 
the  definitive  bonds;  all  stamp  or  otiier  taxes  and  charge  which  may  be  pay- 
able on  the  new  bonds  or  upon  the  issue  thereof  in  Nicaragua,  in  the  United 
States,  or  in  Euroi>e ;  all  expenses  which  may  be  incurred  in  connection  with  the 
listing  of  the  bonds  on  the  various  stock  exchanges;  all  expenses  in  connection 
with  the  service  of  the  loan;  and  the  compensation  of  the  trustee  and  of  the 
fiscal  agent  for  all  services  to  be  rendered  by  them  in  connection  with  the 
original  issue. 

(2)  That  we  sh;ill  be  given  a  reasonable  option  to  establish  a  bank 
ragua.  which  b;uik  shall  act  .-is  the  fiscal  agent  of  the  Government  in 
public  and  as  the  depositary  of  all   Government   funds,   and  which   shall  be 
granted  a   charter  hj   th§.  Ileiniblic   in  "alL  respects   satisfactory   to   us.     The 
frtrr^orize^rHplfal'of  flie  bank  shall  l)e$5.000.'0wr"of~which  there  shall  be  paid 
in  at  first  the  sum  of  $5(X),000,  51%  thereof  by  the  bankers  and'the  remaining 
49%  thereof  by  the  Republic.     Stock  of  the  bnnk  shall  be  issued  to  the  bankers 
and  to  the  Republic  in  the  lu'oportion  of  their  contributions  as  aforesaid,  and 
any  further  issues  of  stock  shall  be  subscribed  and  paid  for  in  the  same  man-- 
ner ;  51%  of  the  stock  of  the  bank  shall  control;  the  bankers  shall  have  a  pref-^ 
erential  right  to  i)urchase  the  stock  of  the  bank,  which  may  at  any  time  be  • 
owned  by  the  Reimblic  in  case  the  Republic  shall  at  jniy  time  desire  to  sell  the 
same;  the  new  currency  system  proi)osed  to  be  introduced  in  Nicaragua  shall     k 
be  put  into  effect  through  the  instrumental lity  of  the  bank. 

(3)  That  we  shall  have  a  reasonable  option  to  construct  and  operate  the] 
new  railroad,  v^-hich  we  may  do  through  the  medium  of  a  railroad  company  to] 
be  organized  by  us  for  th;'t  purpose;  such  railroad  company,  if  organized, 
shall  receive  a  concession  from  Nicaragua  which,  sho  11  in  all  respects  be 
satisfactory  to  us;  in  such  case  the  cost  of  thT^iew  railroad  shall  be  paid, 
one-half  thereof  by  the  Republic,  and  the  other  half  by  us;  in  consideration 
of  its  contribution,  the  Republic  shall  receive  5%  noncumulative  preferred 
stock  of  the  railroad  company  to  any  amount  representing  at  par  the  cash 
contribution  of  the  public,  such  preferred  stock  to  bfe  the  entire  issue  of  such 
stock;  in  consideration  of  our  contribution,  we  shall  receive  first-mortgage 
bo«4s  of  said  proposed  railroad  company  to  an  amount  which,  calculated  at 
85% 'Of  their  par  value,  shall  represent  our  cash  contribution,  and  in  addition 
thereto  we  shall  receive  all  the  common  stock  of  the  railroad  company,  which 
stock  shall  be  issued  to  an  amount  sufficient  to  give  us  a  majority  of  aljl^' 
the  stock  and  the  control  of  the  corporation. 

Note  by  Mr.  S.  M.  P. :  Management  of  railroads. 
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T^iALLET-rREVoS^  Tliis  [indicating]  is  a  bid  or  proposition 
which  was  finally  signed.  I  might  say  that  in  the  early  part  of 
"une  Messrs.  J^&JXJrSeligman  &  Co"!  came  into  the  matter  and 
K^ii  li I M  jji L uiwcjl Ull*^t h  BroAvn  Bros.  Up  to  that  time  Brown  Bros, 
had  been  the  only  ones  negotiating,  and  on  June  21,  1911.  they,  with 
J.  &  W.  Seligman  &  Co.,  signed  this  letter  which  I  delivered  two 
days  later  to  Mr.  Wands  in  this  city. 

Senator  Hitchcock.  Up  to  this  time  neither  Brown  Bros,  nor 
Seligman  had  loaned  anything  to  Nicaragua  ? 

Mr.  Mallet-Prevost.  Nothing.  This  was  the  first  proposition 
[reading]  : 

Copy.]  9084  G. 

June  21,  1911. 
Ernest  H.  Wands,  Esq., 

Financial  Agent  of  Nicaragua, 

%  Department  of  State  of  United  States,  Washington,  D.  C. 

Dear  Sir:  Referring  to  the  proposed  loan  which  the  Republic  of  Nicaragua 
desires  to  obtain,  we  have  ] prepared  and  hand  you  herewith  drafts  of  two 
proposed  contracts  which,  talcen  together,  with  the  schedules  to  which  they 
refer,  substantially  embody  our  views  as  to  the  conditions  upon  which  such  a 
loan  should  be  made. 

In  preparing  these  draft  contracts  we  have  considered  not  only  our  own  in- 
terest, but  also  the  interest  and  credit  of  Nicaragua,  and  have  endeavored  to 
frame  a  proposition  which  should  conmiend  itself  to  the  Republic  as  fair  and 
equitable  and  as  calculated  to  accomplish  those  particular  ends  which  it  hiis  in 
view. 

Upon  further  study  it  may  be  deemed  desirable  to  change  some  of  the  pro- 
visions of  these  draft  agreements,  as  submit  the  papers,  therefore,  as  not  neces- 
sarily final.  If  the  Republic  should  approve  the  plan  in  principle,  we  shall  be 
glad  to  discuss  the  details  of  the  proposed  agreements. 

If  contracts  substantially  along  the  lines  of  the  draft  contracts  inclosed  shall 
be  finally  agreed  upon,  there  will  be  certain  necessary  expenses  preliminary 
or  incidental  to  the  proposed  bond  issue  and  essential  to  the  creation  of  a 
public  market  therefor,  we  refer  to  the  printing  and  engraving  of  provisional 
and  definitive  bonds  in  various  languages,  to  the  listing  of  those  bonds  on  such 
exchanges  as  may  be  selected  by  the  bankers,  to  the  payment  of  foreign-stamp 
taxes  on  the  issue,  and  to  the  compensation  and  expenses  of  tlie  trustee  for  cer- 
tifying the  bonds,  etc.  All  such  expenses  are,  of  course,  properly  chargeable 
to  the  Republic.  Just  exactly  what  these  expenses  may  amount  to  it  is  diffi- 
cult, at  this  time,  to  state.  But,  if  the  proposition,  which  we  submit  below, 
should  be  accepted  by  the  Republic  we  are  willing  to  jissume  tlie  payment  of 
all  of  such  expenses  if  the  Republic  will,  out  of  the  proceeds  of  the  loan,  pay 
to  us  the  sum  of  $450,000. 

That  was  about  what  we  estimated  that  this  expense  would  be. 
The  tax  in  France  was  by  far  the  largest  item. 

If  the  Republic  will  agree  to  make  this  payment,  and  if  final  contracts  shall 
be  agreed  upon  as  above  stated,  we  propose: 

(a)  To  purchase,  in  accordance  with  the  terms  of  such  final  contracts, 
$12,000.(XK).  par  value,  of  the  proiK)se<l  bonds,  for  the  sum  of  ten  million  eight 


y  hundred  and  sixty  thousand  dollars  ($10S(>0,000)  ;  that  is  to  say  at  the  rate  of 
!j90i%  for  each  bond,  with  interest  jidjusted  at  5%  to  date  of  payment. 

(h)  To  engage  ourselves  to  purchase  the  remaining  .$3.0fK).000,  par  value  to 
be  issued  withing  the  next  five  years,  at  the  siime  rate  of  IRli'/r  and  interest  for 
each  bond,  or  at  a  higher  rate  as  provided  in  the  contract. 

(c)  To  advance  .$r»00.0(H)  to  the  Rejiublic  imnuKliately  that  the  contracts  be- 
come effective,  to  be  used  as  It  may  elect 

Senator  Hitchcock.  Was  that  interest  at  5  per  cent  at  par? 

Mr.  Mallet-Prevost.  Yes. 

Secretary  Bryan.  But  they  were  to  take  it  at  00^. 
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Senator  Hitchcock.  Yes.    It  was  a  higher  rate  of  interest.     ^  ^" 
Mr.  Mallet-Prevost  (continuing  reading)  : 

(d)  To  incorporate  a  bank  of  issue,  which  shall  act  afe  depository  and  dis> 
bursing  agent  of  the  Government  and  do  a  general  banking  business  in  Nica- 
ragua. '^^^..^^^ 

(e)  To  make  a  careful  study  of  the  currency  conditions  aftd~4:eaiiirei 
and  to  formulate  a  plan  for  the  reform  of  the  currency  system. 

(/)  To  organize  forthwith  an  engineering  party  to  make  surveys  for  a  pro- 
posed railroad  to  llama,  with  branch  to  Matagalpa,  and  upon  receipt  of  the 
engineering  report  ourselves  to  prepare  a  report  thereon  with  recommendations. 

That  was  the j:i)ad4axonnect  with  the  Atlantic  coast. 

(g)  To  act  as  fiscal  agenP,  of  the  Republic  and  as  such  to  cooperate  with  it 
for  the  amelioraH<iu.  of  its  external  and  internal  affairs,  our  compensation  as. 
such  fiscal  pgeni  to  lie  'ngl'feed  upon  hereafter. 

(k)  To  enter  into  active  negotiations  with  the  Ethelburga  syndicate  for  the 
settlement  and  adjustment  of  all  difLerences  between  the  Republic  and  said 
syndicate,  from  which  negotiations  all  benefits,  except  out-of-pocket  expenses 
only,  are  to  ;iccrue  to  theRepublic. 

Drafts  of  the  Jorm  of  the  bond,  of  the  bank  charter,  and  of  the  railroad  con- 
cession will  be  submitted  to  you  as  soon  ;is  they  can  be  prepared,  wl^en  they 
will  beconic-  part  of  the  pr^.])o^'ed  contracts  above  mentioned. 

While  the  pro])osed  contracts  state  thnt  the  Government  shall  have  until 
September  1,  1911,  for  the  steps  necessary  to  be  taken  in  order  to  permit  of 
the  issue  of  the  bonds,  and  while  we  are  quite  willing  to  allow  that  period  for 
that  purpose  in  case  our  present  ofl"er  should  be  accepted,  it  is  important  that 
we  should  know  at  as  early  a  date  as  possible  whether  the  Government  of 
Nicaragua  accepts  our  present  offer.  We  beg,  therefore,  that  you  will  advise 
us  of  the  action  of  the  Nicaragua  Government  in  that  behalf  on  or  before  July 
7th  next,  until  which  time  this  offer  will  remain  open.  Should  the  Republic  re- 
quire further  time  for  this  purpose,  the  period  maj'  hereafter  be  extended  if 
we  deem  it  desirable  to  do  so.  • 

Very  respectfully,  yours, 

(Signed)  Brown  Bros.  «fe  Co. 

J.  &  W.   Seligman  &  Co. 

The  drafts  of  the  contracts  which  I  referred  to  in  that  letter  and 
which  were  presented  I  have  here,  and  they  provide  substantially 
what  is  covered  by  that  letter. 

(The  drafts  of  the  contracts  referred  to  are  as  follows:) 

Trust  and  Fiscal  Agency  Contract. 

Contract  made  at  the  city  of  New  York  this day  of ,  1911, 

between  the  Republic  of  Nicaragua,  hereinafter  called  the  "  Republic,"  party 

of  the  first  part; Trust  Company,  a  corporation  organized  under  the 

laws  of  the  State  of  New  York,  hereinafter  called  the  "  trustee,"  party  of 
the  second  part;  and  Brown  Brothers  &  Company  and  J.  &  W.  Seligman  & 
Company,  copartnerships  doing  business  in  the  city  of  New  York.  who.  acting 
together,  are  hereinafter  called  the  "  fiscal  agent,"  parties  of  the  third  part. 

Wherea.s  in  order  to  secure  strength  and  security  of  governmental  adminis- 
tration, the  meeting  of  foreign  obligations,  and  the  tranquility,  prosperity,  and 
progress  of  the  country,  and  with  a  view  to  the  funding  of  its  debt  and  the 
placing  of  its  finances  upon  a  sound  and  stable  basis,  the  Republic  has  entered 

into  a  convention  with  the  United  States  of  America,  dated  ,  1911,  a 

copy  of  which,  marked  "  Schedule  A,"  is  hereto  annexed  and  made  a  part 
hereof;  and 

Whereas  the  Republic  has.  under  said  convention,  undertaken  to  make  and 
negotiate  a  contract  providing  for  the  refunding  of  its  present  internal  and 
external  debt,  for  the  adjustment  and  settlement  of  unliquidated  claims,  for 
the  placing  of  its  finances  upon  a  sound  and  stable  basis,  and  for  the  future 
development  of  the  natural  and  economic  resources  of  the  country,  which  said 
contract  shall  be  secured  by  the  customs  of  the  Republic;  and 

Whereas  the  Republic  desires  to  introduce  and  maintain  a  stable  currency 
system-  to  provide  proi)er  banking  facilities,  and  to  improve  and  extend  its 
railroad  and  other  means  of  communication;  and 
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Whereas  in  order  to  provide  means  for  the  purposes  above  stated,  and  in 
pursuance  of  said  convention,  the  Republic  proposes  to  create  and  issue  its 
bonds  to  the  aggregate  princip.il  amount  of  $15,000,000,  Ignited  States  gold, 
to  be  secured  linder  said  convention  and  under  this  contract;  and 

Whereas  the  Itepublic  desires  the Trust  Company  to  act  as  trustee 

for  the  holders  of  the  proposed  bonds  and  as  transfer  agent  of  such  bonds, 
raid  desires  Brown  Brothers  &  Company  and  J.  &  W.  Seligman  &  Company  to 
act  jointly  as  fiscal  agent  of  the  Kepublic  in  respect  of  the  proposed  loan,  with 
the  powers  and  duties  hereinafter  prescribed : 

Now.  therefore,  in  consideration  of  the  premises  and  of  the  mutual  cove- 
nants and  undertakings  hereinafter  contained,  the  parties  hereto  covenant 
and  agree  to  and  with  each  other  as  follows: 

Article  First. — The  hands. 

ISSUE. 

1.  The  Republic  shall  issue  its  bonds  to  the  aggregate  principal  amount  of 
$15,000,000,    rnite<:l    States   gold,    which    shall    be    designated    and    known    as 

the  " per  cent  customs-administration  sinking-fund  gold  bonds  of  the 

Republic  of  Nicaragua,"  therein  for  brevity  called  the  "bonds";  the  total 
amount  of  bonds  issued  and  outstanding,  including  those  held  in  the  sinking 
fund,  as  hereafter  provided,  shall  never  at  any  one  time  exceed  the  principal 
sum  of  $15,000,000. 

DATE    AND     MATURITY    OF    BONDS. 

2.  The  bonds  shall  be  dated ,  1911,   shall   mature ,  and  shall 

bear  interest    (represented  by   coupons)    at  the  rate  of per  cent   per 

annum  from  ,   1911,   payable  semiannually  on   the  first  days  of  

and of  each  year;  the  principal  and  interest  shall  be  payable  in  I'nited 

States  gold  coin  of  or  equal  to  the  present  standard  of  weight  and  fineness; 
the  bonds  shall  be  subject  to  redemption  out  of  the  sinking  fund  at  a  premium 

of per  cent  and  accrued  interest  on  the  first  day  of  and  on  any 

first  day  of  each thereafter,  as  hereinafter  provided. 

When  and  as  paid,  all  couiwns  shall  forthwith  be  canceled  by  the  trustee. 

DENOMINATIONS. 

3.  The  bonds  may  be  issued  in  dollars,  pounds  sterling,  francs,  marks,  or 
florins,  and  shall  be  of  such  denomination,  not  below  $50,  United  States  gold, 
or  its  equivalent  in  the  other  currencies  mentioned,  as  from  time  to  time  may 
be  determined  by  the  fiscal  agent.  The  bonds  of  each  currency  and  of  each 
denomination  shall  be  designated  by  a  distinctive  letter,  and  shall  be  num- 
bered consecutively. 

PAYMENT. 

4.  The  bonds,  both  as  to  principal  and  interest,  shall  be  payable  at  the 
ofiir-e  of  the  trustee  in  the  city  of  New  York ;  or  may,  at  the  option  of  the  holder 
be  payable  in  London,  at  the  fixed  rate  of  exchange  of  $4.85  per  pound  sterling : 
or  in  Paris,  at  the  fixed  rate  of  exchange  of  5  francs  21  centimes  to  the  dollar; 
or  in  Brussels,  Geneva,  or  Zurich  at  the  equivalent  of  the  amount  payable  in 
Paris  at  the  day's  rate  for  sight  drafts  on  I*aris;  or  in  Hamburg  or  Berlin, 
at  the  fixed  rate  of  exchange  of  4  marks.  20  pfennigs  to  the  dollar;  or  in 
Amsterdam,  at  the  fixed  rate  of  2.49  florins  to  the  dollar;  and  at  such  places 
In  said  respective  cities  as  shall  be  si)eciHed  in  said  l)onds  or  in  the  interest 
coupons,  or  as  may  be  (letennin«»d  from  time  to  time  by  tlie  trustee, 

FORM    OF    BONDS. 

6.  The  bonds,  together  with  the  coupons  apiH»rtaining  thereto,  shall  be  sub- 
stantially in  the  form  and  of  the  tenor  and  purport  as  shown  in  Schedule  E 
hereto  annexed;  they  shall  be  in  both  the  Kngllsh  and  Spanish  languages, 
and  any  of  them  may  also  be  in  French,  (lerman,  or  Dutch,  as  the  fiscal  agent 
may  detennine,  l)Ut  in  each  atid  every  case  the  Knglish  text  shall  govern. 
The  bondn  shall  have  impres.sed  thereon  the  seal  of  the  department  of  finance 
of  the  Republic,  and  all  bonds  shall  be  signed   in  the  city  of  New  York  by 
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the  minister  of  finance  of  the  Repnblic,  or  shall  bear  his  engraved  facsimile 
signature;  and,  in  the  latter  case,  shall  be  signed  in  said  city  by  a  special 
delegate  of  the  Republic  to  be  appointed  by  the  minister  of  finance.  The 
coupons  to  be  attached  to  the  bonds  shnll  be  in  English,  and  may  also  be 
in  any  other  language,  as  the  fiscal  agent  may  determine;  said  coupons  shall 
bear  the  engraved  facsimile  signature  of  the  minister  of  finance  of  the  Re- 
public. The  printing  and  engraving  of  both  the  temporary  and  definitive  bonds 
shall  be  under  the  direction  of  the  fiscal  agent,  and  the  bonds  generally  may  be 
in  such  form  as  it  may  determine. 

AUTHENTICATION. 

6.  Each  bond  shall  benr  indorsed  thereon  a  certificate,  substantially  in  the 
form  as  shown  in  Schedule  E.  which  shall  be  executed  on  behalf  of  the  Repub- 
lic by  the  trustee  authenticating  such  bond.  No  bond  shall  be  valid  without 
such  certificate  so  executed ;  and  such  certificate  shall  be  conclusive  evidence 
that  the  bond  so  certified  hs!S  been  duly  issned  in  pursuance  of  said  convention 
and  of  this  agreement,  and  that  the  holder  is  entitled  to  the  benefits  thereof. 

REGISTRATION    OF    BONDS. 

7.  The  bonds  shall  be  payable  to  bearer  or,  if  registered,  to  the  registered 
holder  thereof,  with  the  privilege  on  the  part  of  the  holder  of  any  bond,  under 
such  regulations  as  the  fiscal  agent  of  the  loan  may  prescribe,  to  have  such 
bond  registered  as  to  principal  at  the  oftice  in  the  city  of  New  York  of  the 
trustee  of  the  loan,  which  trustee  shall  be  ex  officio  transfer  agent  of  the  bonds, 
and  at  such  other  places  and  under  such  regulations  as  the  minister  of  finance 
of  the  Republic  and  the  fiscal  agent  of  the  loan  from  time  to  time  may  pre- 
scribe. After  such  registration,  the  principal  shall  be  payable  only  to  the 
registered  holder,  but  the  same  may  be  transferred  to  another  registered  holder 
and  may  be  discharged  from  registry  by  being  transferred  to  bearer. 

Any  bonds  redeemed  or  purchased  for  account  of  the  sinking  fund  as  herein- 
after provided  shall,  upon  their  delivery  to  the  trustee,  be  appropriately 
stamped  as  bonds  held  by  said  trustee  under  the  provisions  of  article  fifth 
hereof:  the  coupons  attached  to  such  bonds  shall  thereupon  be  canceled,  and 
thereafter  all  interest  accruing  upon  such  bonds  shall,  as  the  same  becomes  due, 
be  paid  to  the  trustee. 

WHO  SHALL  BE  RECOGNIZED  AS  OWNERS. 

8.  The  bearer  of  any  coupon  or  of  any  bearer  bond  or,  if  registered,  the 
registered  holder  of  such  registered  bond  may  be  deemed  and  treated  by  the 
Republic,  the  trustee,  and  the  fiscal  agent,  and  each  of  them,  as  the  absolute 
owner  of  such  coupons  or  bond,  as  the  case  may  be,  for  the  purpose  of  receiving 
payment  therefor,  and  for  all  other  purposes,  and  no  notice  to  the  contrary  shall 
affect  said  Republic,  said  trustee  or  said  fiscal  agent. 

LOSS,    MUTILATION,   AND   EXCHANGE  OF  BONDS. 

9.  In  case  any  bond  with  its  coupon  shall  become  mutilated  or  shall  be  destroyed 
or  lost,  the  Republic  may  issue  and  thereupon  the  trustee,  at  the  request  of  the 
minister  of  finance  of  the  Republic,  shall  certify  and  deliver  a  new  bond  of  like 
amount,  tenor,  and  date,  bearing  the  same  serial  number  and  designation,  in 
exchange  and  substitution  for  and  upon  cancelation  of  the  mutilated  bond  and 
its  coupons,  or  in  lieu  of  and  substitution  for  the  bonds  and  its  coupons  so 
destroyed  or  lost ;  but,  in  the  case  of  a  destroyed  or  lost  bond,  such  new  bond 
shall  be  issued  only  in  the  discretion  of  the  Republic  and  of  the  trustee,  upon 
receipt  by  the  Republic  and  by  the  trustee  of  evidence  satisfactory  to  them  of 
the  destruction  or  loss  of  such  bonds  and  its  coupons,  and  upon  receipt  also  of 
indemnity  satisfactory  to  said  Republic  and  trustee. 

Upon  the  like  surrender  and  cancellation  of  bonds  of  any  denomination,  the 
Republic  shall  issue,  and  the  trustee  shall  authenticate  and  deliver,  in  exchange 
therefor,  bonds  of  a  different  denomination  or  different  denominations  to  an 
amount  in  the  aggregate  equal  to  the  aggregate  amount  of  the  bonds  so  sur- 
rendered and  canceled. 

At  any  time,  with  the  consent  of  the  fiscal  agent,  but  not  otherwise,  bonds 
issued  in  any  one  of  the  currencies  mentioned  in  subdivision  3  above  may,  at 
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the  option  of  the  holder  or  registered  owner  thereof,  be  surrendered  and  ex- 
changed for  bonds  in  another  of  said  currencies  to  an  amount  in  the  aggregate 
equal  at  the  rate  of  exchange  mentioned  in  subdivision  4  above  to  the  aggre- 
gate amount  of  the  bonds  so  surrendered;  thereupon  said  surrendered  bonds 
shall  be  canceled. 

LISTING   OF  BONDS. 

10.  As  and  when  requested  by  the  fiscal  agent,  the  Republic  shall  make,  or 
authorize  to  be  made,  application  for  an  ofiicial  quotation  of  the  bonds  on  the 
stock  exchanges  in  New  York,  London,  Paris,  Brussels,  Geneva,  Zurich.  Am- 
sterdam, Hamburg,  and  Berlin,  or  either  or  any  of  said  cities;  and,  for  that 
purpose,  shall  prepare  the  necessary  prospectuses.  Such  applications  and  any 
other  documents  that  may  be  necessary  shall  be  signed  on  behalf  of  the  Re- 
public by  its  minister  of  finance  or  by  some  other  qualified  officer  or  person, 
or  otherwise  as  may  be  required;  and  from  time  to  time  the  Republic  shall 
take  such  actions  and  shall  make  such  agreements  and  payments,  including 
payment  of  stamp  or  other  duties,  as  may  be  requisite  in  order  to  secure  an 
official  quotation  of  the  bonds  on  such  exchanges  or  as  may  facilitate  the  sale 
and  delivery  of  the  bonds  in  any  of  said  countries. 

TEMPORARY  BONDS. 

11.  Pending  the  engraving  and  execution  of  definitive  bonds,  the  Republic 
may  execute  and  deliver  temporary  printed  bearer  l)onds,  substantially  of  the 
tenor  of  the  definitive  bonds,  except  that  no  coupons  shall  be  attached  thereto, 
and  each  bond  may  be  issued  in  such  denomination  or  denominations  as  the 
fiscal  agent  mny  determine.  Said  temporary  bonds  shall  have  printed  upon 
their  face  "  Temporary  bond,  exchangeable  for  engraved  bonds,"  and  shall  be 
duly  authenticated  by  the  trustee  in  the  same  manner  and  with  like  effect  as 
the  definitive  bonds.  Such  temporary  bonds  shall  be  exchangeable  for  definitive 
bonds,  when  engraved  and  executed;  and  upon  any  such  exchange,  such  tem- 
porary bonds  shall  forthwith  be  canceled  by  the  trustee,  and,  having  been  so 
canceled,  shall  be  physically  destroyed  in  the  presence  of  a  representative  of 
the  trustee  and  a  representative  of  the  Republic;  said  representative  shall  there- 
upon together  execute  in  triplicate  a  certificate  attesting  such  destruction  and 
shall  deliver  one  counterpart  thereof  to  the  Republic,  one  counterpart  to  the 
trustee,  and  one  counteriiart  to  the  Department  of  State  of  the  United  States. 
Until  so  exchanged,  such  temporary  bonds  shall  in  all  respects  be  secured  under 
said  convention  and  under  this  contract;  and,  when  and  as  payable,  interest 
shall  be  paid  to  bearer  and  indorsed  or  noted  thereon.  Without  unreasonable 
delay,  the  Republic  shall  cause  the  definitive  bonds  in  engraved  form  to  be  duly 
executed  and  delivered  to  the  trustee  to  be  exchanged  for  such  temporary  bonds 
upon  surrender  thereof  to  the  trustee. 

GOVERNMENT  OBLIGATION  TO  PAY  LOAN. 

12.  The  loan  represented  by  the  proposed  bonds  shall  constitute,  and  is  hereby 
declared  to  be,  a  direct  liability  and  obligation  of  the  Republic,  irrespective 
of  any  security  provided  hereunder,  and  the  Republic  hereby  pledges  its  faith 
and  credit  for  the  due  and  punctual  payment  of  the  principal  and  interest  of 
the  loan  and  of  all  amounts  required  for  or  incident  to  the  service  of  the  loan 
and  for  the  performance  of  all  the  undertakings  on  its  part  herein  contained. 

EXEMPTION    FROM    TAXES. 

13.  The  Republic  will  pay  the  stamp  or  other  duties,  if  any,  to  which  under 
the  laws  of  the  Republic  this  contract  is  or  may  be  subject;  and  the  bonds  shall 
always  be  exempt,  both  as  to  principal  and  interest,  from  all  taxes  now  or 
hereafter  established  by  or  within  the  Republic. 

Article  Second. — Sccuritjf. 

SECURITY  FOR  THE  LOAN. 

1.  In  pursuance  of  said  convention  the  principal  and  the  interest  of  the 
bonds,  the  installments  of  the  sinking  fund  berelnafter  provide<l  for.  a!id  all 
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other  amounts  required  for  or  incident  to  the  service  of  the  loan  shall  be  secured 
by,  and  hereby  are  made,  a  first  lien  and  charge :  is**, 

(a)  Uix)n  all  customs  receivable  by  or  for  the  Republic  on  and  after  the  1st  \ 
day  of ,  1911,  whether  such  customs  be  imposed  on  exports  or  imports ;        | 

(&)  Upon  the  present  railroad  from  Corinto  to  Granada  with  its  franchises,  % 
equipment,  and  other  appurtenances,  and  upon  all  net  income  and  earnings  % 
therefrom,  it  being  understood  that  a  present  indebtedness  of  or  lien  upon  said  I 
road  of  about  $G,0(X)  shall  be  forthwith  discharged  by  the  Republic.  ^ 

(c)  As  and  when  constructed  and  completed,  except  as  hereinafter  provided,     ) 
upon  a  new  raili'oad.  with  its  franchises,  equipment,  and  other  appurtenances,     \ 
proposed  to  be  constructed  from  some  point  on  or  near  the  Atlantic  coast  to     ^ 
the  Great  Lake  of  Nicaragua,  or  to  connect  with  the  present  Corinto-Granada 
Railroad  with  a  line  to  Matagalpa ;  and 

{d)  Upon  all  improvements  and  extensions  which  may  hereafter  be  made 
on  or  to  any  of  said  railroads. 

For  the  above  purposes  and  generally  as  security  for  the  loan  and  for  the 
performance  of  all  the  obligations  of  the  Republic  hereunder,  the  Republic 
hereby  grants,  assigns,  and  transfers  to  the  trustee  and  its  successors,  in  trust 
for  the  holders  of  the  bonds,  all  such  customs,  the  railroad  from  Corinto  to 
Granada  with  its  appurtenances  and  all  net  earnings  receivable  from  said  rail- 
road; and  agrees  to  transfer  to  the  trustee  all  improvements  and  extensions 
hereafter  made  to  said  railroad.  In  case  the  new  railroad  proposed  to  be 
built  shall  be  constructed  by  or  for  account  of  the  Republic,  the  Republic  also 
agrees  to  grant,  assign,  and  transfer  the  same,  as  and  when  constructed,  to 
the  trustee  and  its  successors,  together  with  its  franchises,  equipment,  improve- 
ments, extensions,  and  appurtenances,  and  all  net  earnings  receivable  there- 
from; in  case,  however,  said  new  railroad  should  be  constructed  by  or  for 
account  of  a  railway  corporation,  as  hereinafter  contemplated,  it  shnll  be  and 
remain  wholly  free  from  the  lien  of  this  instrument  and  shall  not  be  security 
for  any  of  the  bonds  issued  hereunder;  but  in  that  case  any  shares  of  stock 
of  said  railway  cori)oration  to  which  the  Republic  may  beconie  entitled  shall 
be  deposited  with  the  trustee  as  security  hereunder,  and  the  Republic  agrees 
to  grant,  assign,  transfer,  and  deliver  the  same  and  any  dividends  and  income 
which  may  be  declared  and  paid  thereon  to  the  trustee. 

The  Republic  shall,  with  the  consent  in  writing  first  obtained  of  the  trustee, 
have  the  right  to  sell  .iud  convey,  freed  from  the  lien  and  incumbrance  of  this 
instrument,  the  present  ro;'=d  from  Corinto  to  Granada  with  its  franchises, 
equipment,  and  other  appurenances,  provided,  however,  that  the  proceeds  of 
any  such  sale,  whether  in  cash  or  securities,  shall  be  delivered  to  and  pledged 
with  the  trustee  as  security  hereunder  in  lieu  of  the  property  so  withdrawn. 
Said  consent  shall  not,  however,  be  granted  by  said  trustee  except  upon  the 
request  or  approval  in  writing  first  obtained  of  the  fiscal  agent.  Upon  any 
such  sale  and  upon  the  deposit  with  the  trustee  of  the  proceeds  thereof  as 
aforesaid,  the  trustee  is  hereby  expressly  authorized  and  required  to  release 
from  the  operation  and  lien  of  this  instrument  the  property  so  sold. 

The  income  and  revenue  from  all  of  the  above  sources  shall  be  collected  and 
applied  as  hereinafter  provided. 


CUSTOMS    NOT   TO   BE   CHANGED. 

2.  Without  the  written  consent  of  the  fiscal   agent,   the  customs  duties  on 

exports  and  imports  and  other  charges  affecting  the  entry,  exit,  or  transit  of 

goods,  in  force  in  Nicaragua  at  the  date  hereof,  shall  not  be  altered  during  the 

continuance  of  the  loan,  unless  and  until  for  each  of  two  consecutive  calendar 

years  next  preceding  any  proposed  change  the  customs  receipts  of  the  Republic 

shall  have  exceeded  $2,000,000  gold  coin  of  the  XTnited  States  of  America,  or  its 

equivalent,  nor  then  unless  at  the  new  rates  proposed  to  be  adopted,  and  on  the 

basis  of  exportations  and  importations  to   the  like  amount   and  of  the  like 

character  as  during  said  two  calendar  years,  the  total  customs  of  the  Republic 

/for  each  of  such  two  yfears  should  have  exceeded  the  sum  of  $1,500,000  in  such 

(  United  States  gold  coin,  or  its  equivalent,  and  unless  further  the  consent  of 

^   the  Secretary  of  State  of  the  United  States  shall  have  first  been  obtained.      4 

Article  Third. — Collection  of  Customs. 

APPOINTMENT  OF  COLLECTOR  GENERAL  OF  CUSTOMS. 

1.  So  long  as  any  of  the  bonds  shall  remain  unpaid,  all  customs,  both  on  ex- 
ports and  imports,  receivable  by  or  for  the  Republic  as  aforesaid  shall  be  col- 
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Vlected,  held,  deposited,  disbursed,  and  administered  bv  a  coll-ector  general  of 
cTre^oBis^\UjKL shall  be  aj^tjointed  by  the  Republic  pursuant  tojaid  Convention; 
and  the  Repubirc  Tiirf^^tTrnJ^J^mrrn^^  the  bonds  shall 

remain  outstanding,  it  Wm  appoint  such  collector  general  of  customs  from  a 
list  of  names  to  be  selected  and  presented  by  the  fiscal  agent  and  ai)proved  by 
the  President  of  the  United  States,  and  that  it  will  make  such  appointment 
within  10  days  after  the  presentation  of  any  such  list.  Any  collector  general 
of  customs  so  appointed  shall  be  removed  upon  demand  of  the  fiscal  agent,  to 
be  communicated  through  the  Department  of  State  of  the  United  States,  and  in 
case  of  such  removal  or  of  his  death  or  permanent  inability  to  act,  from  any 
cause,  a  new  collector  general  of  customs  shall  be  so  appointed  by  the  Republic 
from  a  list  of  names  to  be  selected,  approved,  and  presented  as  aforesaid,  and 
such  new  apointment  shall  be  so  made  within  10  days  after  the  presentation 
of  such  list,  and  shall  take  effect  immediately. 

In  case  of  and  during  the  illness,  absence,  or  temporary  inability  to  act,  from 
any  cause,  of  the  collector  general  of  customs,  his  duties  shall  be  performed  by 
such  deputy  or  assistant,  appointed  as  hereinafter  provided,  as  he  shall  select. 

APPOINTMENT  OF  SUBORDINATES. 

2.  A  deputy  collector  and  all  assistants  and  employees  required  for  the  col- 
lection and  application  of  the  customs  revenues  shall  be  named  by  the  collector 
general  of  customs ;  and  shall  be  removed  at  his  request ;  the  minister  of  finance 
of  the  Republic  shall,  upon  the  written  request  of  the  collector  general  of  cus- 
toms, forthwith  appoint  all  persons  so  named,  shall  remove  all  persons  whose 
dismissal  is  recommended  by  said  collector  general,  and  shall  appoint  in  their 
places  such  other  persons  as  he  may  designate. 

COST  OF   COLLECTION. 

3.  The  compensation  of  the  collector  general  of  customs  shall  be  determined 
by  the  fiscal  agent,  subject  to  the  approval  of  the  minister  of  finance  of  the 
Republic  and  of  the  Secretary  of  State  of  the  United  States,  and  the  compen- 
sation of  the  deputy  collector  and  of  all  assistants  and  employees,  as  also  all 
expenses  incident  to  the  collection  and  application  of  customs,  shall  be  deter- 
mined by  the  collector  general  of  customs,  provided,  however,  that  the  total 
annual  expenses  of  such  collection  shall  not  exceed  such  reasonable  sum  as 
shall  from  time  to  time  be  agreed  upon  by  the  minister  of  finance  of  the  Re- 
public and  the  fiscal  agent  and  approved  by  the  Secretary  of  State  of  the  United 
States,  or  in  case  of  disagreement  between  the  first  two,  then  such  sum  as 
shall  be  determined  by  said  Secretary  of  State. 

POWERS    AND    DUTIES    OF    COLLECTOR    GENERAL    OF    CUSTOMS. 

4.  From  time  to  time  the  Republic  will  take  all  action  necessary  to  vest  in 
the  collector  general  of  customs  full  authority  as  such,  will  give  him  all  needful 
aid  and  assistance,  will  fully  protect  him  and  his  assistants,  agents,  and  subor- 
dinates in  the  exercise  of  his  and  their  functions,  and  will  provide  for  the  col- 
lection and  application  by  him  of  all  customs  revenues  in  accordance  with  the 
provisions  of  this  agreement.  The  Republic  hereby  irrevocably  authorizes  and 
directs  such  collector  general  of  customs,  and  it  shall  be  the  duty  of  such 
collector  general : 

(a)  To  render  to  the  fiscal  agent  monthly  reports  of  all  such  import  and 
export  customs  and  of  all  disbursements  therefrom,  in  such  form  and  detail 
and  accompanied  with  such  data  as  the  fiscal  agent  from  time  to  time  may 
specify;  and 

(h)  To  pay  and  apply  all  such  import  and  exiwrt  customs,  with  preference 
and  priority,  as  follows: 

First.  To  the  payment,  within  the  limit  abovi»  provided,  as  they  shall  arise, 
of  the  expenses,  onllnnry  and  t'Xtraordinjiry.  atten<llng  the  collecrion  of  such 
customs,  including  the  expense  of  obtaining  proiHM*  bonds  for  the  faithful  per- 
formance by  tlie  collector  general  and  his  assistants  of  his  and  their  duties, 
in  case  the  Republic  or  the  trustee  shall  desire  sucli  bonds  for  the  protection 
of  their  Interests. 

Second.  To  the  i)ayhieht  to  the  trustee,  as  hereinafter  spcHified.  of  sums  to  be 
use<l  in  pnym<Mit  of  the  Interest  upon  the  bonds,  in  accordance  with  their  terms,, 
including  interest  upon  all  bonds  in  the  sinking  fund  as  herein  ju'ovided. 
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Third.  To  the  payment  to  the  trustee  of  the  annual  sums  required  for  the 
sinking  fund  as  hereinafter  specified. 

Fourth.  To  tlie  payment  of  the  compensation  and  expenses  of  the  trustee 
and  of  the  fiscal  agent. 

Fifth.  To  the  payment  of  any  balance  remaining  to  or  upon  the  order  of  the 
minister  of  finance  of  the  Republic. 

EXAMINATION    OF    COLLECTOR    GENERAL'S    ACCOUNTS. 

5.  The  trustee  and  the  fiscal  agent,  by  their  agents  and  appointees,  shall 
have  the  right  from  time  to  time  to  examine  the  books,  records,  and  accounts 
of  the  collector  general  of  customs. 

Article  Fourth. — Interest  and  sinking  fund. 

REMITTANCES    TO    THE    TRUSTEE. 

1.  The  collector  general  of  customs  shall,  at  least  monthly,  after  paying  the 
expenses  of  collection,  remit  to  the  trustee  all  amounts  collected  as  customs; 
and  such  remittances  shall  continue  until   the  total   amount  received  by  the 

trustee  during  any  year,  beginning  on  the  1st  day  of  ,  shall  be  suflficient 

to  pay  the  following  obligations  of  the  Republic  hereunder  maturing  during 
that  year,  viz : 

(a)  The  annual  interest  at  the  rate  of  5  per  cent  per  annum  upon  the  bonds 
then  issued  and  outstanding,  including  all  bonds  from  time  to  time  held  in  the 
sinking  fund. 

{!))  An  annual  amount  for  the  sinking  fund,  which  annual  amount  shall  be 
equal  to  a  minimum  of  1  per  cent  of  the  face  value  of  the  bonds  then  issued 
and  outstanding,  including  all  bonds  from  time  to  time  held  in  the  sinking 
fund. 

(c)  All  expenses  incident  to  the  service  of  the  loan. 

2.  For  the  purpose  of  creating  a  reserve  fund,  the  collector  general  of  cus- 
toms shall  in  each  such  year,  after  making  the  payments  and  remittances 
specified  in  the  last  preceding  paragraph  and  after  paying  the  expenses  of  fur- 
ther collection,  remit  to  the  trustee  all  amounts  collected  as  customs ;  and  such 
remittances  shall  continue  until  the  total  amount  received  by  the  trustee  under 
this  provision  during  such  year  shall  equal  the  interest  and  sinking-fund  charges 
and  expenses  corresponding  to  a  period  of  two  months.  The  sums  thus  to  be 
received  by  the  trustee  shall  be  accumulated  in  a  reserve  fund  until  the  amount 
of  such  fund  shall  equal  the  interest  and  sinking-fund  charges  for  an  entire 
year;  therenfter,  and  so  long  as  said  reserve  fund  shall  remain  unimpaired,  no 
further  remittances  shall  be  made  by  the  collector  general  of  customs  for  this 
special  purpose;  but  if  at  any  time  thereafter  any  part  of  said  reserve  fund 
should  be  required  for  and  applied  to  interest  and  sinking-fund  purposes  the 
collector  general  of  customs  shall  resume  remittances  in  accordance  with  the 
provisions  of  this  paragraph,  and  shall  continue  the  same  until  the  amount 
taken  from  the  reserve  fund  shall  have  been  repaid. 

3.  All  amounts  which  the  collector  general  of  customs  may  collect  during 
any  such  year,  after  the  payments  and  remittances  called  for  by  the  two  pre- 
ceding paragraphs  shall  have  been  made,  less  the  expenses  of  collection,  shall 
be  paid  to  the  Republic. 

4.  If  the  customs  receipts  for  any  such  year,  after  the  payment  of  the  ex- 
penses hereinbefore  mentioned,  attending  the  collection  of  such  customs,  shall  be 
insuflicient  to  make  the  payments  in  this  article  provided  for,  the  collector 
general  of  customs  shall  so  notify  the  minister  of  finance,  and  the  Republic 
shall  thereupon  from  other  sources  pay  to  the  trustee  a  sum  which  with  the 
amounts  already  received  by  the  trustee  shall  be  sufficient  to  make  the  required 
payments. 

PAYMENT   OF   INTEREST. 

5.  The  amount  paid  as  aforesaid  in  respect  of  interest  shall  be  applied  by  the 

trustee  to  the  payment  of  the  interest  on  the  bonds  on  the  first  days  of 

and of  each  year,  as  and  when  the  same  shall  accrue. 
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INCREASE   OF   SINKING    FUND. 

6.  When  and  as  often  as  tlie  total  customs  receipts  in  any  calendar  year 

shall  reach  the  sum  of  $ ,  gold  coin  of  the  United   States  of  America, 

one-half  of  any  surplus  above  that  sum  thereafter  collected  during  that  year, 
in  addition  to  the  sums  hereinabove  providetl  for.  shall  in  like  manner  be  paid 
by  the  collector  general  of  customs  to  the  trustee  and  shall  become  part  of  the 
said  sinking  fund.  The  Republic,  at  any  time,  at  its  option,  may  make  or  cause 
to  be  made  to  the  trustee  additional  payments  for  account  of  the  sinking  fund, 
out  of  any  sums  which  may  be  payable  to  the  Republic  hereunder  or  from  any 
other  resources  of  said  Republic,  it  being  the  intention  that  the  Republic  may, 
in  this  way,  at  its  option  and  at  any  time,  provide,  through  an  increase  in  the 
sinking  fund,  for  the  payment  of  all  or  of  any  portion  of  the  then  outstanding 
bonds. 

REDEMPTION    OF    BONDS. 

7.  The  amounts  paid  as  aforesaid  in  respect  of  the  sinking  fund  (less  such 
amount  as  may  have  been  used  by  the  trustee  in  the  purchase  of  bonds  as  here- 
inafter provided)  and  any  income  or  interest  thereon  in  the  hands  of  the 
trustee  at  the  date  of  drawing,  shall  be  applied  to  the  redemption  of  said  bonds 

on  the  1st  day  of ,  1912,  and  on  the  1st  day  of in  each  succeeding 

year  thereafter,  up  to  and  including  the  year ,  or  so  long  as  any  of  said 

bonds  shall  remain  outstanding  and  unpaid.  Said  bonds  shall  be  redeemed  at 
a  premium  of  2*  per  cent,  exclusive  of  and  in  addition  to  any  interest  accrued 
and  due  thereon,  which  latter  shall  be  paid  as  interest  and  not  from  the 
sinking  fund. 

DRAWINGS. 

8.  The  particular  bonds  to  be  redeemed  on  each  occasion  out  of  moneys  paid 
to  the  trustee  in  respect  of  the  sinking  fund  shall  be  determined  by  drawings 
to  be  made  at  the  office  of  the  trustee,  in  the  borougli  of  Manhattan,  city  of 
New  York,  or  at  some  other  place  appointed  by  the  trustee.  Such  drawings 
shall  be  held  under  the  direction  of  a  representative  of  the  trustee,  and.  at  the 
option  of  the  minister  of  finance  of  the  Republic,  in  the  pi'esence  of  a  repre- 
sentative of  the  Republic  appointed  for  that  purpose.  The  first  of  said  drawings 
for  bonds  to  be  redeemed  as  aforesaid  shall  be  held  not  later  than  the  1st  day 

of ,  1912,  and  thereafter  not  later  than  the  1st  day  of in  each  year 

up  to  and  including  the  year  ,  or  so  long  as  any  of  said  bonds  shall 

remain  outstanding  and  unpaid.  Drawings  to  determine  the  particular  bonds 
to  be  redeemed  as  aforesaid  shall  be  held  on  a  date  not  less  than  60  days  prior 
to  the  next  succeeding  interest  date. 

NOTICE   REGARDING   BONDS    DRAWN. 

9.  Forthwith  after  every  drawing  to  determine  the  particular  bonds  to  be 
redeemed  as  aforesaid  the  trustee  shall  give  notice  in  writing  to  the  Republic 
of  the  bonds  which  have  been  drawn  for  redemption,  and  shall  also  give  to  the 
holders  of  the  bonds  so  drawn  notice  in  the  manner  hereinafter  specified  of 
the  Republic's  inteiltion  to  redeem  such  bonds.  Said  notice  shall  be  by  an 
advertisement  to  be  published  not  less  than  once  a  week  for  six  successive  weeks 
in  one  newspaper  of  general  circulation  in  the  city  of  New  York,  in  one  news- 
paper of  general  circulation  in  the  city  of  London,  and  in  one  newspaper  of 
general  circulation  in  the  city  of  Paris,  to  be  selected  by  the  trustee,  and,  if 
the  trustee  shall  deem  necessary,  in  one  newspaper  of  general  circulation  in 
any  or  all  of  the  cities  in  Europe  in  which  the  bonds  shall  be  made  payable, 
the  first  publication  to  be  made  not  later  than  50  days  prior  to  the  date  fixed 
for  the  redemption  of  said  bonds.  If  the  holder  of  any  registered  bond  so 
drawn  shall  have  filed  with  the  trustee  a  written  request  that  notice  of  the 
result  of  any  such  drawing  be  mailed  to  him  at  an  address  given  in  such  re- 
quest, notice  shall  be  so  mailed  to  him  on  or  before  the  date  of  the  first  pub- 
lication of  notice  as  aforesaid.  Said  notice  shall  state  the  numbers  of  the  bonds 
drawn  and  shall  fix  a  time  and  place  or  places  for  the  surrender  and  payment 
of  the  bonds  so  to  be  redeemed. 

SURRENDER   AND    PAYMENT    OF    BONDS. 

10.  At  the  time  and  at  any  of  the  places  at  which  said  bonds  shall  be  ex- 
pressed to  be  payable  as  aforesaid  the  holder  of  the  bond  or  bonds  to  be 
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redeemed  shall  surrender  the  same  to  the  trustee  with  all  coupons  maturing 
after  the  date  on  which  they  are  to  be  so  purchased,  and  upon  such  surrender 
the  trustee  shall,  out  of  said  sinking  fund,  cause  to  be  paid  to  the  holder  of 
such  bonds  the  amount  payable  to  him  in  respect  of  such  redemption. 

PURCHASE    OF   BONDS. 

11.  In  case  the  market  price  of  the  bonds  shall  at  any  time  be  at  or  below 
102^,  exclusive  of  the  accrued  interest,  the  trustee,  at  any  time  before  the 
annual  drawing,  to  determine  the  particular  bonds  to  be  redeemed  as  aforesaid, 
may  purchase  any  such  bonds  out  of  the  amount  paid  to  it  in  respect  of  such 
sinking  fund,  any  amount  payable  in  respect  of  accrued  interest  to  be  paid  as 
interest  and  not  from  the  sinking  fund.  All  bonds  so  purchased  shall  be  held 
by  the  trustee  for  the  same  pui*poses  and  in  the  same  manner  as  bonds  sur- 
rendered and  redeemed. 

INTEREST    ON    BONDS    REDEEMED    OR    PURCHASED. 

12.  All  bonds  drawn  for  redemption  out  of  moneys  paid  to  the  trustee  in 
respect  of  the  sinking  fund  shall  cease  to  bear  interest  in  favor  of  the  holders 
of  such  bonds  as  from  the  date  ui)on  which  the  same  are  to  be  redeemed,  but 
all  bonds  so  drawn,  when  surrendered  to  the  trustee,  and  all  bonds  from  time 
to  time  purchased  by  means  of  the  sinking  fund,  shall  continue  in  force  and 
shall  bear  interest  in  favor  of  the  trustee  until  the  entire  issue  of  bonds  shall 
have  been  purchased  or  paid  for.  As  such  interest  shall  mature  the  trustee 
shall  collect  the  same,  and  the  amounts  so  collected  and  the  interest  on  any 
unpresented  bonds  which  may  have  been  drawn  for  redemption,  accruing  after 
the  date  appointed  for  such  redemption,  ns  well  as  the  interest  accruing  on  any 
investment  held  in  the  sinking  fund,  shall  also  become  part  of  the  sinking 
fund.  None  of  the  bonds  so  purchased  or  redeemed  shall  be  cancelled,  but  the 
trustee  shall  cause  the  same  to  be  appropriately  stamped  as  no  longer  negotiable 
and  as  belonging  to  the  sinking  fund. 

SINKING    FUND    AS    SECURITY. 

13.  All  moneys,  securities,  and  other  assets  forming  part  of  the  sinking  fund 
under  any  of  the  provisions  of  this  article  shall  be  held  by  the  trustee  in  trust 
for  the  further  security  of  the  outstanding  bonds  until  applied  by  the  trustee  to 
the  redemption  or  purchase  of  bonds  for  the  sinking  fund,  or  until  the  desig- 
nation by  lot  of  the  bonds  for  redemption.  From  and  afte>'  any  such  designa- 
tion by  lot,  such  moneys,  securities,  and  other  assets,  to  the  extent  required 
to  effect  such  purchase  of  the  bonds  so  designated  for  purchase,  shall  be  held 
for  the  payment  of  the  purchase  price  of  such  designated  bonds. 

PAYMENT    AND    CANCELLATION    OF    ENTIRE   ISSUE. 

14.  Upon  the  payment  in  full  of  all  bonds  not  held  in  the  sinking  fund  or 
upon  the  deposit  with  the  trustee  of  a  sum  sufficient  under  his  article  to  redeem 
or  purchase  all  such  bonds  or  sufficient  to  cover  the  payment  of  all  such  bonds 
at  maturity  and  the  interest  thereon  up  to  such  maturity,  and  upon  payment 
of  all  other  sums  required  by  this  agreement  to  be  paid  by  the  Republic,  there- 
upon all  the  bonds  then  held  in  the  sinking  fund  shall  be  cancelled  by  the  trus- 
tee, and,  having  been  so  cancelled,  the  same  shall  thereafter  be  physically  de- 
stroyed in  the  presence  of  a  representative  of  the  trustee  and  of  a  repre- 
sentative of  the  Republic,  who  shall  join  in  the  execution  in  triplicate  of  a  cer- 
tificate attesting  such  destruction.  One  counterpart  of  such  certificate  shall  be 
delivered  to  the  Republic,  one  counterpart  to  the  trustee,  and  one  counterpart 
to  the  Department  of  State  of  the  United  States,  and  thereupon  this  agree- 
ment shall  cease  and  determine  except  in  respect  to  the  application  of  said 
sinking  fund. 

ADDITIONAL    BONDS    PURCHASED    BY    THE    REPUBLIC. 

15.  In  case  during  any  year  the  Republic  shall  purchase  any  of  said  bonds 
the  same  may  be  delivered  to  the  trustee,  and  when  so  delivered  shall  be  held 
by  it  for  the  same  purposes  and  in  the  same  manner  as  bonds  surrendered  and 
redeemed  out  of  the  sinking  fund.     In  respect  of  any  bonds  so  delivered,  the 
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Republic  shall  be  credited  in  the  sinking  fund  with  the  amount,  not  over  102^ 
and  accrued  interest,  paid  by  it  for  such  bonds.  If  the  amount  so  credited  shall 
be  equal  to  the  minimum  amount  required  to  be  paid  during  said  year  for  the 
sinking  fund,  under  subdivision  1  of  this  article,  the  collector  general  of  cus- 
toms shall  not  be  required  to  make  any  further  payment  during  said  year  under 
said  subdivision;  if  such  credit  shall  be  less  than  said  minimum  amount,  the 
collector  general  shall  be  required  to  pay  only  the  difference  between  such  credit 
and  such  minimum  amount. 

INVESTMENT   OF    SINKING   FUND. 

16.  All  moneys  forming  part  of  the  sinking  fund  which  shall  from  time  to 
time  or  at  any  time  remain  in  the  hands  of  the  trustee  may  from  time  to  time 
be  invested  and  reinvested  by  the  trustee  in  securities  in  which,  under  the  laws 
in  that  behalf  then  in  force  in  the  State  of  New  York,  trustees  may  be  author- 
ized to  make  investments,  or  if  not  so  invested,  shall  remain  on  deposit  with 
the  trustee  hereunder  and  draw  interest  at  the  rate  of  2  per  cent  per  annum. 
The  income  from  such  investments  and  the  interest  upon  such  deposits,  if  any, 
shall  be  paid  into  the  sinking  fund  and  shall  be  a  part  thereof. 
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17.  All  expenses  incurred  in  good  faith  by  the  trustee  in  connection  with  the 
drawing  or  purchase  of  the  bonds  under  this  article,  or  for  the  payment  of  the 
principal  or  interest  of  the  bonds,  or  otherwise  in  the  service  of  the  loan, 
including  the  cost  of  cabling  and  of  remittances  to  Europe  and  the  publication 
in  New  York,  in  Europe,  and  elsewhere  of  the  notices  required  hereunder  shall 
be  paid  by  the  Republic  as  hereinbefore  provided.  No  part  of  any  such  ex- 
penses shall  be  paid  from  or  charged  against  the  sinking  fund. 

Article  Fifth. — Expenses  of  fiscal  agent  and  trustee. 

From  time  to  time,  on  the  written  request  of  the  trustee  and  of  the  fiscal 
agent,  respectively,  made  either  to  the  minister  of  finance  of  the  Republic  or  to 
the  collector  general  of  customs,  there  shall  likewise  be  paid  to  them,  respec- 
tively, all  expenses  incurred  by  them,  or  either  of  them,  in  good  faith  in  the 
service  of  the  loan  or  in  the  performance  of  any  duty  imposed  upon  them,  or 
either  of  them,  hereunder,  and  also  such  further  amounts  as  they  shall  respec- 
tively estimate  may  be  required  by  them  to  meet  all  expenses  reasonably  inci- 
dent to  the  immediate  future  service  of  the  loan  or  to  the  discharge  of  said 
duties. 

Article  Sixth. — Management  of  Railroads. 

APPOINTMENT    OF    GENERAL    MANAGER. 

1.  In  case  the  proposed  new  railroad  mentioned  in  article  first  and  in 
article  seventh,  subdivision  F,  should  be  constructed  by  or  for  account  of  the 
Republic,  and  so  long  as  the  ownership  thereof  shall  remain  in  the  Republic, 
and  so  long  as  the  Republic  shall  retain  the  ownershii)  of  the  present  rail- 
road from  Corinto  to  Granada,  and  so  long  as  any  of  the  bonds  shall  remain 
unpaid,  said  proposal  and  said  present  railroads  shall  be  managed  and  operatetl, 
on  behalf  of  the  Republic,  l)y  a  general  manager,  to  be  selected  from  time  to  time 
by  the  fiscal  agent  with  the  approval  of  the  Secretary  of  State  of  the  Ignited 
States,  and  to  be  appointed  by  the  Republic.  Any  general  manager  so  ap- 
pointed shall  be  removed  upon  demand  of  the  fiscal  agent,  to  be  communicated 
through  the  I)ei)artment  of  State  of  the  United  States,  and  in  case  of  such 
removal  or  of  his  death  or  permanent  inability  to  act  from  any  cause,  a  new 
general  manager  shall  l)e  selected  and  ai)pointed  in  the  same  numer.  Such 
appointment  shall  in  each  case  be  made  within  10  days  after  the  approval 
by  the  Secretary  of  State  of  the  United  States  of  the  persim  to  be  selected  by 
the  fiscal  agent,  and  such  appointment  shall  take  effect  immwliately. 

In  case  of  and  during  the  illness.  abseiKv.  or  temporary  inability  to  act 
from  any  cause,  of  the  general  nianiiger,  his  duties  shall  he  performed  by  such 
deputy  or  assistant,  appointed  as  hereinafter  j>rovide<l,  .is  he  shall  select. 
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APPOINTMENT  OF  SUBORDINATES. 


2.  An  assistant  general  manager  and  such  other  assistants  and  employees 
as  may  be  required  for  the  management  and  operation  of  the  railroads  shall 
be  appointed  by  the  general  manager  and  shall  be  removed  at  his  pleasure. 

COST   OF    MANAGEMENT. 

3.  The  compensation  of  the  general  manager  shall  be  determined  by  the 
fiscal  agent,  subject  to  the  approval  of  the  minister  of  finance  of  the  Republic 
and  of  the  Secretary  of  State  of  the  United  States,  and  the  compensation  of 
the  assistant  general  manager  and  of  all  assistants  and  employees,  as  also  all 
expenses  incident  to  the  management  of  said  railroads,  shall  be  determined  by 
the  general  manager. 

POWERS    AND    DUTIES    OF    THE    GENERAL    MANAGER. 

4.  From  time  to  time  the  Republic  will  talse  all  action  necesary  to  vest  in 
the  general  manager  full  authority  as  such,  will  give  him  all  needful  aid  and 
assistance,  will  fully  protect  him  and  his  assistants,  agents,  and  subordinates 
in  the  exercise  of  his  and  their  functions,  and  will  provide  for  the  management 
and  operation  of  the  railroads  by  him  in  accordance  with  the  provisions  of  this 
contract.  The  Republic  irrevocably  authorizes  and  directs  such  general 
manager,  and  it  shall  be  the  duty  of  such  general  manager  to  manage  and 
operate  said  railroads  and  to  do  the  things  hereinafter  stated. 

Out  of  the  gross  earnings  and  income  of  the  said  railroads,  the  general 
manager  shall  first  pay,  as  they  arise,  all  expenses  connected  with  the  main- 
tenance and  operation  thereof,  including  compensation  to  the  general  manager 
and  his  assistants,  agents,  and  subordinates.  He  shall  then  pay  and  set  apart 
such  sum  or  sums  as  from  time  to  time  may  in  his  opinion  be  necessary  for 
betterments  and  improvements  of  said  railroads;  and  annually  from  and  after 
the  commencement  of  operations  hereunder,  any  balance  remaining  from  such 
gross  earnings  and  income  shall  be  paid  over  by  said  general  manager  to  the 
Republic,  so  log  as  the  payments  required  to  be  made  hereunder  for  interest 
and  to  the  sinking  fund  are  not  in  default.  During  the  continuance  of  any 
such  default,  such  balance  shall  be  paid  to  the  trustee,  and  it  shall  be  entitled 
to  collect  and  receive  any  dividends  declared  and  paid  on  any  railroad  com- 
pany stock  of  the  Republic  deposited  and  pledged  with  it  under  the  provisions 
of  this  contract,  it  being  intended  that  the  Republic  shall  be  entitled  to  such 
dividends  so  long  as  no  such  default  exists, 

APPLICATION  OF  RECEIPTS  TO  INTEREST  AND  SINKING  FUND. 

5.  Any  and  all  amounts  so  received  by  the  trustee  as  dividends  or  from  the 
operation  of  the  said  railroads  shall  be  credited  and  applied  as  a  payment  on 
account  of  the  monthly  payment  or  payments  from  the  customs  receipts  for 
the  interest  and  sinking  fund. 


i 


RAILROADS    SHALL    NOT   BE   TAXED. 

6.  So  long  as  any  of  the  bonds  shall  be  outstanding,  the  Republic  shall  not 
directly  or  indirectly,  levy,  assess,  or  collect  any  taxes,  duties,  or  imports 
any  description   upon   the  said  railroads  or  upon   the  rentals,  earnings,   and 
income  or  expenditure  thereof. 

Article  Seventh. — Disposition  of  bonds  and  appropriation  of  funds. 

SALE   OF    .$12,000,000    OF    BONDS. 

1.  Upon  the  execution  of  the  bonds  on  behalf  of  the  Republic  they  shall  be 
delivered  to  and  authenticated  by  the  trustee,  who  shall  thereupon  dispose  of 
them  as  follows: 

Upon  the  sale  to  Brown  Brothers  &  Company  and  J.  &  W.  Seligman  &  Com- 
pany of  $12,000,000  par  value  of  bonds,  and  upon  payment  to  the  trustee  by 
Brown  Brothers  &  Company  and  by  J.  &  W.  Seligman  &  Company  of  the  sum 
of  $ in  cash,  with  interest  adjusted  at  5  per  cent  to  date  of  payment, 
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the  trustee  shall  deliver  to  Brown  Brothers  &  Company  and  J.  &  W.  Seligman 
&  Company  the  bonds  so  sold ;  the  remaining  $3,000,000  of  bonds  shall  remain 
deposited  with  the  trustee  for  the  purposes  hereinafter  stated. 

APPROPRIATION    OF    FUNDS. 

2.  The  sum  of  $ in  cash  to  be  paid  to  the  trustee  as  aforesaid,  the 

remaining  $3,000,000  of  bonds,  the  sum  of  about  £389,375,  said  to  be  at  present 
deposited  with  the  London  Bank  of  Mexico  and  South  America,  in  London, 
England,  to  the  credit  of  the  Republic,  and  any  sums  which  may  hereafter  be 
received  or  collected  from  the  Ethelburga  Syndicate,  Limited,  of  ^London,  shall 
be  held  by  the  trustee  as  a  trust  fund,  and  the  trustee  shall  apply,  use,  and  dis- 
pose of  the  same  only  as  follows : 

Said  fund  shall  be  divided  into  seven  distinct  funds  to  be  known  respectively 
as  hereinafter  designated  and  to  consist  of  the  cash  and  bonds  hereinafter  re- 
spectively assigned  to  each,  to  wit : 

(A)  The  Ethelburga  fund,  which  shall  consist  of  $0,200,000  in  cash; 

(B)  The  external  debt  fund,  which  shall  consist  of ; 

(C)  The  internal  debt  fund,  which  shall  consist  of ; 

(D)  The  mixed-claims  commission  fund,  which  shall  consist  of ; 

(E)  The  banking  and  currency  fund,  which  shall  consist  of 


(F)  The  railway  fund,  which,  except  as  hereinafter  provided,  shall  con- 
sist of ;  and 

(G)  The  general  fund,  which  shall  consist  of . 

Each  of  said  funds  shall  be  dealt  with  separately  and  shall  be  available  ex- 
clusively for  the  purposes  hereinafter  stated. 

(A)  Ethelburga  fund. — Whereas  certain  differences  have  arisen  between  the 
Republic  and  the  Ethelburga  Syndicate,  Limited,  of  London,  with  reference  to 
an  issue  of  bonds  of  the  Republic  made  pursuant  to  the  provisions  of  a  con- 
tract dated  January  19,  1909 ;  and 

Whereas  the  Republic  desires  to  adjust  said  differences  and  to  fully  protect 
all  bona  fide  purchasers  and  holders  of  bonds  duly  issued  under  said  contract; 

Therefore,  the  Republic,  as  a  part  of  the  consideration  hereunder,  hereby 
irrevocably  authorizes  the  fiscal  agent  on  its  behalf  to  do  whatever,  in  the 
opinion  of  said  fiscal  agent,  may  be  fair,  just,  lawful  or  equitable  in  the  adjust- 
ment of  said  differences  with  the  Ethelburga  Syndicate,  Limited,  and  in  the 
purchase  or  redemption  of  all  bonds  issued  pursuant  to  said  contract  of  Jan- 
uary 19,  1909;  to  which  end  and  with  a  view  to  the  settlement  and  adjustment 
of  the  entire  controversy  the  fiscal  agent  may  make,  execute,  and  deliver  such 
agreements  of  compromise  and  settlement  as  it  may  deem  proper,  either  with 
the  Ethelburga  Syndicate  or  with  others;  may  purchase  or  redeem  any  or  all 
bonds  issued  pursuant  to  said  contract;  may  discharge,  redeem,  or  convert  the 
prior  debts  or  loans  of  the  Republic  mentioned  in  said  contract  of  January  19, 
1909 ;  or  may  provide  for  their  discharge,  redemption,  or  conversion ;  or  may,  in 
its  absolute  discretion,  make  use  of  any  or  all  legal  remedies  available  for  the 
enforcement  of  the  rights  of  the  Republic  in  the  premises;  or  may  submit  any 
or  all  questions  which  have  arisen  or  may  arise  in  the  premises  to  arbitration 
Tinder  the  provisions  of  said  contract  of  January  19,  1909,  or  otherwise. 

Any  and  all  sums  which  may  become  payable  to  the  Republic  as  the  result 
of  any  such  agreements  or  settlement,  judgments,  or  arbitral  decisions,  shall  be 
paid  to  the  trustee  for  account  of  the  Republic  and  shall  be  distributed  among 
and  become  a  part  of  the  internal-debt  fund,  the  "  Mixed  Claims  Connnisslon 
fund,"  etc.,  as  above  provided. 

The  $6,200,000  constituting  the  Ethelburga  fund  shall  be  used  exclusively  for 
the  purchase  or  redemption  of  bonds  issued  pursuant  to  the  contract  of  January 
19,  1909,  or  for  the  discharge,  redemption,  and  conversion  of  the  Republic's 
earlier  debts  and  loans  referred  to  in  said  contract,  or  for  the  payment  of  any 
sums  which  may  become  due  by  reason  of  any  agrecMuents  of  settlement  as 
aforesaid,  and  the  trustee  is  hereby  expressly  authorized  and  directed  to  make 
payments  out  of  said  Ethelburga  fund  in  accordance  with  such  written  orders 
as  may  be  filed  with  it  by  the  fiscal  agent. 

After  payment  out  of  said  Ethelburga  fund  of  such  sum  or  sums  as  may  be 
required  for  the  purposes  aforesaid,  and  all  expenses  incurred  by  said  fiscal 
agent  in  the  premises,  any  remaining  balance  shall  be  transferred  from  the 
Ethelburga  fund  to  the  railway  fund,  to  be  dealt  with  as  hereinafter  provide<l. 

(B)  External  debt  fund. — The  sum  constituting  this  fund,  or  so  nnich  thereof 
as  may  be  necessary,  shall  be  used  for  the  adjustment  and  settlement  of  the 
following  external  debts,  to  wit: 
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(1)  The  sum  of  $550,000  and  interest,  being  the  balance  still  owing  to  the 
United  States  of  America  under  a  protocol  dated  September  18,  1909 ; 

(2)  The  sum  of  about  $50,000  owing  to  the  Nicaragua  Fruit  Company,  in 
payment  of  a  loan  made  by  said  company  to  the  recent  revolutionary  Govern- 
ment. 

(3)  The  sum  of  about  $5,000,  owing  to  Jose  Aramburu,  in  payment  of  a  loan 
made  by  him  to  the  recent  revolutionary  Government. 

(4)  The  sum  of  about  $120,000,  representing  balances  owing  to  various  for- 
eign correspondents  of  the  Republic  on  accounts  current. 

The  minister  of  finance  of  the  Republic  shall  file  with  the  trustee  a  state- 
ment showing  the  exact  indebtedness  in  each  of  the  above  cases,  liquidated  to 
the  date  of  payment,  and  shall  accompany  said  statement  with  a  written  re- 
quest to  the  trustee  to  make  such  payments ;  the  statement  and  request  so  to  be 
filed  with  the  trustee  shall  be  sufficient  authority  to  him  to  make  such  pay- 
ments; provided,  however,  that  before  making  the  same  there  shall  be  delivered 
to  and  filed  with  it  proper  assignments  or  releases  satisfactory'  to  the  counsel 
of  the  trustee  covering  the  Indebedness  and  claims  so  paid. 

After  payment  out  of  said  external  debt  fund  of  such  sum  or  sums  as  may 
be  required  for  the  above  purposes,  and  all  expenses  incurred  in  the  premises, 
any  balance  which  may  remain  shall  be  transferred  to  the  railway  fund  and 
shall  become  a  part  of  said  railway  fund,  to  be  dealt  with  as  hereinafter  pro- 
vided. 

(C)  Internal-debt  fund. — The  sum  constituting  this  fund,  or  so  much  thereof 
as  may  be  necessary,  shall  be  used  for  the  adjustment  and  settlement,  pro 
rata,  of  the  various  internal  debts  of  the  Republic,  consisting  of  internal  loans 
and  of  balances  in  oi^en  account.  The  amounts  payable  in  resi)ect  of  such  in- 
debtedness shall  be  determined  by  agreement  between  the  Republic  and  the 
respective  creditors  and  approved  by  an  auditor  to  be  appointed  by  the  Secre- 
tary^ of  State  of  the  United  States.  Upon  the  filing  with  the  trustee  of  the 
orders  of  the  minister  of  finance  of  the  Republic  for  the  payment  of  such  in- 
debtedness, indorsed  with  the  approval  of  said  auditor,  the  amounts  called  for 
by  said  orders  shall  be  paid  by  the  trustee  pro  rata  out  of  said  internal-debt 
fund;  provided,  however,  that  before  making  any  of  said  payments  there  shall 
be  delivered  to  and  filed  with  the  trustee  proper  assignments  or  releases  satis- 
factory to  the  counsel  of  the  trustee  for  the  indebtedness  so  paid. 

This  fund  shall  not  be  available  for  the  payment  of  any  internal  bonds  of 
public  credit,  nor  for  "  military  exactions,"  nor  for  the  redemption  of  paper 
money  in  circulation,  nor  for  any  of  the  claims  which  may  be  referred  to  the 
mixed  commission  hereinafter  mentioned,  nor  for  any  other  internal  indebtedness 
or  claims  which  may  be  otherwise  provided  for  by  this  contract. 

After  payment  out  of  said  internal  debt  fund  of  siu-h  sum  or  sums  as  may  be 
required  for  the  nbove  iiurposes,  and  all  expenses  incurred  in  the  premises,  any 

balance  which  may  remain  on  the day  of shall   be   transferred 

to  the  railway  fund  and  shall  become  a  jiart  of  said  railway  fund  to  be  dealt 
with  as  hereinafter  provided.  '-. 

(D)  Mixed  Claims  Commission  fund. — A  mixed  connnission,  composed  of 
three  members,  one  selected  and  appointed  by  the  Republic,  one  recommended 
by  the  United  States  of  America  and  appointed  by  the  Republic,  and  one 
apix>inted  by  the  Department  of  State  of  the  United  States,  has  been  created 
for  the  purpose  of  examining  and  deciding  upon  all  unliquidated  claims  pending 
against  the  Republic,  including  such  as  may  arise  from  the  cancellation  or  sus- 
pension of  moijojiolies.  concessions,  leases  or  other  contracts  made  by  former 
Governments  of  the  Republic.  The  claims  which  may  be  presented  to  said  com- 
mission include,  among  others,  claims  upon  internal  bonds  of  public  credit, 
claims  for  account  of  "nnlitary  exactions"  and  all  other  claims  not  otherwise 
expressly  provided  for  in  this  contract.  J 

Upon  the  filing  with  the  trustee  of  the  awards  of  said  mixed  commission  such 
amounts  as  shall  be  payable  in  accordance  with  said  awards  sh-ill  be  paid  by 
the  trustee  pro  rata  out  of  said  fund,  provided  that  before  such  i>ayments  shall 
be  made  proper  assignments  or  releases  satisfactory  to  the  counsel  of  the  trus- 
tee, for  the  claims  so  paid,  shall  be  delivered  to  and  filed  with  the  trustee.  In 
making  such  payments,  the  trustee  shall  deal  with  the  Mixed  Claims  Commis- 
sion fund  as  follows : 

The  sum  of  $ in  cash  constituting  a  part  of  said  fund,  or  so  much 

thereof  as  may  be  necessary  for  the  adjustment  and  settlement  of  all  of  said 
claims,  shall  be  distributed  among  the  claimants,  pro  rata,  according  to  the 
amounts  of  their  respective  awards.     If  said  cash  sum  should  be  insufficient  to 
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pay  said  awards  in  full,  tlie  trustee  shall,  upon  the  written  retiuest  of  the 
minister  of  finance  of  the  Republic,  deliver  to  the  fiscal  agent  for  sale  or  for 

the  purpose  of  obtaining  a  loan  thereon  all  or  such  ixn-tion  of  the  $ of 

bonds  constituting  the  balance  of  the  Mixed  Claims  Connnission  fund  as  the 
minister  of  finance  may  direct,  subject  to  the  limitations  established  in  this 
contract  as  to  the  amount  of  bonds  to  be  sold  and  as  to  the  time  of  any  such 
sale;  the  net  proceeds  of  such  sale  or  loan  shall  be  deposited  with  the  trustee, 
who  shall  thereupon,  out  of  said  proceeds,  pay  the  balance  of  said  awards,  or 
in  case  such  proceeds  should  be  insuflacient  for  that  purpose,  shall  distribute 
the  same  pro  rata  among  said  claimants. 

After  payment  out  of  said  fund  of  such  sum  or  sums  as  may  be  required  for 
the  purposes  aforesaid,  any  balance  which  may  remain,  either  in  cash  or  in 
bonds,  shall  be  transferred  to  the  railway  fund  and  shall  become  a  part  of  said 
railway  fund,  to  be  dealt  with  as  hereinafter  provided. 

(E)  Banking  and  currency  fuml. — The  Republic  has  in  contemplation  the 
organization  of  a  bank  which  shall  be  the  depositary  of  all  Government  funds 
in  Nicaragua  and  which  shall  act  as  the  fiscal  and  disbursing  agent  of  the 
Government  in  that  Republic.  In  case  said  Republic  should  become  a  sub- 
scriber to  the  capital  stock  of  said  bank,  the  amount  of  its  subscription  or  sub- 
scriptions, not  exceeding  in  all  $500,000,  shall  be  paid  by  the  trustee  out  of  the 
banking  and  currency  fund  upon  the  filing  with  the  trustee  of  the  written  or- 
ders of  the  minister  of  finance  of  the  Republic  directing  such  payments  to  be 
made. 

The  expenses  incurred  in  connection  with  the  incorporation  and  organization 
of  said  bank  shall,  if  payable  out  of  the  banking  and  currency  fund,  be  so  paid 
upon  the  filing  with  the  trustee  of  written  orders  of  the  minister  of  finance  of 
the  Republic  directing  such  payments  to  be  made. 

The  Republic  has  also  in  contemplation  the  adoption  of  a  plan  for  the  in- 
troduction and  maintenance  of  a  suitable  currency  system  in  Nicaragua.  If 
such  plan,  to  be  approved  by  the  Secretary  of  State  of  the  United  States,  should 
be  adopted,  such  sum  or  sums  as  may  be  required  for  that  purpose  shall  be 
paid  in  accordance  with  said  plan  by  the  trustee  upon  the  filing  with  said 
trustee  of  the  written  orders  of  said  minister. 

The  expenses  incurred  in  connection  with  the  preparation  of  such  plan  shall 
be  paid  by  the  trustee  out  of  said  banking  and  currency  fund  upon  the  pres- 
entation to  it  by  the  fiscal  agent  of  the  account  of  such  expenses  accompanied 
by  proper  vouchers. 

Any  unexpended  balance  of  said  fund  remaining  in  the  hands  of  the  trustee, 
not  required  under  said  plan  or  for  payment  of  the  Rei)ublic's  subscription  to 
the  stock  of  the  bank  or  for  any  other  purpose  approved  by  the  minister  of 
finance  of  the  Republic  and  by  the  fiscal  agent  shall,  but  only  with  the  consent 
of  the  fiscal  agent,  be  transferred  from  the  banking  and  currency  fund  to  the 
railway  fund  and  shall  become  a  part  of  the  railway  fund,  to  be  dealt  with  as 
hereinafter  provided. 

(F)  Railway  fund. — The  Republic  has  in  contemplation  the  construction  of 
a  railroad  from  some  point  on  or  near  the  Atlantic  coast,  preferably  from  Rama 
on  the  Escondido  River,  to  connect  with  the  Great  Lake  of  Nicaragua  or.  pref- 
erably, with  the  present  railroad  from  C<n-into  to  Granada,  and  also  of  a  rail- 
road from  some  point  on  said  line  to  Matagalpa,  with  such  branch  or  branches 
as  may  be  deemed  desirable. 

The'exi)enses  incurred  in  connection  with  the  making  of  surveys  by  engineers 
and  ex[)erts  of  the  proposed  railroads  and  for  the  reports,  surveys,  and  maps  to 
be  furnished  by  them  shall,  if  payable  out  of  the  railway  fund,  be  so  paid 
upon  the  presentation  to  the  trustee  by  the  fiscal  agent  of  the  account  of  such 
expenses  accompanied  by  proper  vouchers. 

In  case  a  railway  corporation  should  be  organized  for  the  purpose  of  con- 
structing and  oj)erating  said  railroads,  the  Republic  may  subscribe  to  the  stwk 
of  such  corponition,  and  in  that  case  the  trustee  shall  pay  its  subscription  or 
subscriptions  out  of  sai<l  railway  fund  on  the  written  order  or  orders  of  the 
minister  of  finance  of  the  Republic  directing  such  payments  to  be  made,  but 
only  upon  the  delivery  to  the  trustees  of  noncnmulative  ;")  i)er  cent  preferred 
stock  of  such  railway  corporation  to  an  amount  equal  to  the  sums  so  paid  out, 
and  the  stock  so  received  shall  be  held  by  the  trustee  as  part  of  the  security 
for  the  bonds  Issued  hereunder. 

In  case  said  railroad  shouhl  be  constructed  as  aforesaid  by  or  for  account  of 
a  railway  corporation,  and  in  case  the  Republic  should  subscribe  to  the  stock 
of  said  corporation  as  above  contemplated,  said  corporation  may  issue  bonds 
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to  be  secured  by  a  general  mortgage  of  said  road  in  priority  of  any  stock  to 
be  taken  by  the  Republic :  Provided,  That  the  total  amount  of  such  bonds  shall 
not  exceed  60  per  cent  of  the  cost  of  said  railroad.  In  case,  however,  said 
corporation  should  at  any  time  purchase  or  acquire  other  properties,  and  in 
case  such  other  properties  should  be  brought  under  the  lien  of  said  general 
mortgage  the  bonded  indebtedness  of  said  corporation  may  be  increased  by  an 
amount  not  exceeding  the  actual  cost  of  such  new  properties. 

In  case  said  railway  corporation  should  not  be  organized  as  aforesaid,  and  in 
case  such  railroads  should  be  constructed  by  or  for  account  of  the  Republic, 
this  shall  be  done  under  a  construction  contract  which  shall  be  subject  to  the 
approval  of  the  fiscal  agent,  and  the  trustee  shall  in  that  case  make  payments 
cut  of  said  railway  fund  on  the  written  order  or  orders  of  the  minister  of  finance 
of  the  Republic,  accompanied  by  the  written  certificate  or  certificates  of  such 
engineers  as  may  be  designated  from  time  to  time  by  the  fiscal  agent  stating 
that  the  amount  covered  by  such  order  or  orders  is  actually  due  and  payable 
for  work  done  upon  or  for  materials  delivered  to  or  for  the  said  railroads. 

In  making  the  above  payments,  the  trustee  shall  first  dispose  of  the  $ 

in  cash  constituting  a  part  of  said  railway  fund.  After  said  cash  sum  shall  have 
been  exhausted,  the  trustee  shall,  upon  the  written  request  of  the  minister  of 
finance  of  the  Republic,  deliver  to  the  fiscal  agent,  for  sale,  or  for  the  purpose 
of  obtaining  a  loan  thereon,  all  or  such  portion  of  the  $ of  bonds  con- 
stituting the  balance  of  the  railway  fund  as  the  minister  of  finance  may 
direct,  subject  to  the  limitations  established  in  this  contract  as  to  the  amount 
of  bonds  to  be  sold  and  as  to  the  time  of  any  such  sale ;  the  net  proceeds  of  such 
sale  or  loan  shall  be  deposited  with  the  trustee,  who  shall  thereupon  apply 
said  proceeds  as  hereinbefore  stated. 

(G)  General  fund. — This  fund  shall  be  used  and  applied  for  the  following 
purposes  only : 

(1)  The  payment  of  all  expenses  heretofore  incurred  or  which  may  hereafter 
be  incm-red  by  the  Department  of  State  of  the  United  States  in  connection  with 
the  proposed  loan,  including  the  compensation  of  agents,  experts,  etc. ; 

(2)  The  payment  to  Messrs.  Brown  Brothers  &  Company  and  J.  &  W.  Selig- 

man  &  Company  of  the  sum  of  $ in  consideration  of  their  agreement  to 

pay  the  cost  of  printing  and  engraving  the  provisional  and  definitive  bonds,  the 
listing  of  those  bonds  on.  such  exchanges  as  they  may  select,  the  payment  of 
foreign  stamp  taxes  on  the  issue,  and  the  compensation  and  expenses  of  the 
trustee  for  certifying  the  bonds,  the  shipping  and  insurance  expenses,  and  the 
trustee  is  hereby  authorized  and  directed  to  make  this  payment  simultaneously 
with  the  payment  to  it  by  Brown  Brothers  &  Company  and  J.  &  W.  Seligman  & 
Company  of  the  purchase  price  of  the  $12,000,000  of  bonds  tf>  be  bought  by  them ; 

(3)  The  payment  of  $ in  cash  to  the  minister  of  finance  of  the  Re- 

piAlic,  to  be  used  for  such  purposes  as  the  Republic  may  determine. 

The  balance  of  said  general  fund  shall  be  used  for  such  public  improvements 
in  Nicaragua  or  for  such  other  public  purposes  as  may  be  agreed  upon  by  the 
Republic  and  the  fiscal  agent.  The  order  of  the  minister  of  finance  of  the  Re- 
public directing  any  portion  of  said  balance  to  be  paid  out  shall,  when  accom- 
panied by  the  written  approval  thereof  of  the  fiscal  agent,  be  suflacient  au- 
thority to  the  trustee  to  make  such  payments. 

In  making  the  above  payments  the  trustee  shall  first  dispose  of  the  $ 

in  cash  constituting  a  part  of  the  general  fund.  After  said  cash  sum  shall  have 
been  exhausted  the  trustee  shall,  upon  written  request  of  the  minister  of  finance 
of  the  Republic,  deliver  to  the  fiscal  agent,  for  sale,  or  for  the  purpose  of  ob- 
taining a  loan  thereon,  all  or  such  portion  of  the  bonds  constituting  the  balance 
of  the  general  fund  as  the  manister  of  finance  may  direct,  subject  to  the  limita- 
tions established  in  this  contract  as  to  the  amount  of  bonds  to  be  sold  and  as 
to  the  time  of  any  such  sale;  the  net  proceeds  of  such  sale  or  loan  shall  be 
deposited  with  the  trustee,  who  shall  thereupon  apply  said  proceeds  as  herein- 
before stated. 

Article  Eighth. — Concerning  the  trustee  and  the  fiscal  agent. 

APPOINTMENT  OF  TRUSTEE  AND  FISCAL  AGENT. 

1.  The  Republic  hereby  appoints Trust  Company,  trustee  for  the  bond\ 

holders  and  transfer  agent  of  the  bonds,  and  hereby  appoints  Brown  Brothers  &\ 
Company  and  J.  &  W.  Seligman  &  Company,  jointly,  fiscal  agent  of  the  Re-  J 
public  hereunder,  in  the  United  States  of  America  and  in  Europe,  with  full 
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power  to  appoint  agents,  in  the  United  States  and  in  Europe  or  eitlier    to  act 

for  It  m  respect  hereof;  and  the Trust  Company  and  Brown  Brothers  & 

Company  and  J.  &  W.  Seligman  &  Company,  respectively,  accept  such  appoint- 
ments. The  Republic  covenants  that  during  the  life  of  the  bonds  the  Republic 
will  at  all  times  maintain  in  the  city  of  New  York,  United  States  of  America 
a  fiscal  agency,  and  also  a  transfer  agency  of  the  bonds,  and  any  successor  to 

^e Trust  Company  as  trustee,  and  any  successor  to  Brown  Brothers  & 

Company  and  J.  &  W.  Seligman  as  fiscal  agent  shall  always  be  a  trust  company 
carrying  on  business  in  the  borough  of  Manhattan,  in  said  city,  and  having  a 
capital  and  surplus  aggregating  at  least  $2,000,000. 

APPOINTMENT    OF    AGENTS    AND    DELEGATION    OF    POWERS. 

2.  The  trustee  and  the  fiscal  agent,  respectively,  in  the  execution  of  the  trusts 
and  duties  hereunder  may  at  any  time,  instead  of  acting  personally,  employ 
and  appoint  an  agent  or  agents,  attorney  or  attorneys,  substitute  or  substitutes 
to  transact  all  business  and  to  do  all  acts  required  to  be  done  by  them  or 
either  of  them  hereunder,  or  may  delegate  to  any  person  or  persons  all  or 
any  of  the  trust  powers  and  discretions  vested  in  them  respectively  by  this 
contract,  and  any  such  delegation  may  be  made  upon  such  terms  and  conditions 
and  subject  to  such  regulations,  including  power  to  subdelegate,  as  the  trustee 
or  the  fiscal  agent  may  respectively  think  fit. 

RESPONSIBILITY    AND    LIABILITY    OF    TRUSTEE    AND    FISCAL    AGENT. 

3.  Neither  the  trustee  nor  the  fiscal  agent  shall  be  answerable  for  the  default 
or  misconduct  of  any  agent,  attorney,  bank,  or  banker  appointed  or  selected  by 
them  in  pursuance  hereof  if  such  agent,  attorney,  bank,  or  banker  shall  have 
been  selected  with  reasonable  care,  or  for  anything  whatever  in  connection  with 
this  trust,  except  for  their  own  willful  misconduct  or  gross  negligence. 

ACTION    TO   PROTECT    BONDHOLDERS. 

4.  The  trustee  and  the  fiscal  agent,  or  either  of  them,  may  at  any  time  and 
from  time  to  time  take  such  steps  as  they  deem  proper  for  the  enforcement 
of  the  provisions  hereof  and  for  the  protection  of  the  rights  of  the  bondholders 
hereunder. 

POWERS   AND   DUTIES   OF   TRUSTEE   AND   FISCAL   AGENT. 

5.  The  trustee  and  the  fiscal  agent  shall,  respectively,  have,  in  addition  to 
the  rights,  powers,  and  duties  conferred  by  law  and  otherwise  by  this  instru- 
ment, the  following  rights,  powers,  and  duties: 

(a)  Each  of  them  shall,  from  time  to  time,  receive  all  such  sums  as  shall  be 
paid  to  them  respectively  in  accordance  with  the  said  convention  or  with  this 
contract,  whether  out  of  the  railroad  or  customs  revenues  or  otherwise,  by  the 
Republic  or  for  its  account,  and  shall  use  and  apply  in  the  manner  herein 
authorized  the  moneys  received  by  tliem  respectively:  and,  so  far  as  such 
moneys  so  received  shall  sufllce  therefor,  they  shall  conduct  the  service  of  the 
loan  in  accordance  with  the  convention  and  with  this  contract  and  with  the 
provisions  of  the  bonds. 

(b)  They  may,  subject  to  the  said  convention  and  to  the  express  terms  of 
this  contract  and  of  the  bonds,  act  in  accordance  with  the  written  order  of  the 
minister  of  finance  of  the  Republic,  and  the  order  of  the  minister  of  fiii'ince 
as  aforesaid  shall  be  full  ])rotection  to  the  fiscal  agent  and  the  trustee,  or 
either  of  them,  for  action  in  accordance  therewith. 

(c)  The  trustee  and  the  fiscal  agent  shall  each  keej)  in  the  city  of  New  York 
accounts  of  their  respective  acts  in  connection  with  this  loan,  in  gold  coin  of 
the  T'nited  States  of  America,  and  statements  of  such  accounts  shall  be  ren- 
dered by  the  trustee  and  the  fiscal  agent,  respectively,  to  the  minister  of  fin:uice 
of  the  Republic  and  to  the  Doi'sn-tnient  of  State  of  the  United  States  at  the 
expiration  of  each  12  months  and  at  such  other  times  as  may  ho  requestcil  by 
either  of  the  two  (Jovernments.  From  time  to  time,  as  requested,  the  trustees 
shall  also  rei.'der  to  the  Re|»ublic  itenii/ed  statements  of  the  exi)enditures  inci- 
dent to  the  service  of  the  loan,  together  with  copies  of  the  vouchers  covering 
such  exi»enditures.  The  trustee  and  the  fiscal  agent  shall  not.  without  the  ap- 
proval of  the  minister  of  finance  of  the  Republic,  Incur  In  the  service  of  the 
loan  In  any  one  year  expenses  In  excess  of  $ In  the  case  of  (he  fiscal 
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agent  and  $ in  the  case  of  the  trustee.     The  aforesaid  accounts  shall  be 

kept  in  separate  books  and  the  Republic  shall  have  the  right  at  any  reasonable 
time  to  examine  and  make  extracts  from  said  books. 

(d)  Statements  of  account  rendered  by  the  fiscal  agent  and  by  the  trustee 
may  be  transmitted  to  the  Republic  in  any  manner  in  which  by  this  contract 
notice  may  be  given  to  the  Republic,  and  shall  be  conclusive  on  the  Republic, 
save  as  specific  objection  thereto  in  writing  by  the  Republic  shall  be  received 
by  the  fiscal  agent  or  by  the  trustee,  as  the  case  may  be,  within  90  days  after 
the  delivery  of  any  statement  of  account  to  the  Republic. 

(e)  The  fiscal  agent  and  the  trustee  shall  only  be  chargeable  for  such  sums 
as  may  be  received  by  them  respectively  from  the  Republic  or  for  its  account. 
They  will  each  allow  interest  at  the  rate  of  2  per  cent  per  annum  on  the  average 
daily  credit  balances  in  accounts  representing  all  their  respective  receipts  and 
disbursements,  including,  in  the  case  of  the  trustee,  all  moneys  held  in  the 
sinking  fund,  which  interest  shall  be  added  to  the  sinking  fund,  and  the  fiscal 
agent  and  the  trustee  shall  not  be  charged  or  chargeable  with  interest  except  as 
aforesaid.  In  the  custody  of  moneys  held  by  the  trustee,  it  shall  be  under  the 
same  liability  as  for  trust  deposits,  and  in  the  custody  of  moneys  held  by  the 
fiscal  agent  it  shall  be  liable  as  a  banker. 

COMPENSATION    OF    TRUSTEE    AND    FISCAL    AGENT. 

6.  The  trustee  and  the  fiscal  agent  shall  each  be  entitled  to  reasonable  com- 
pensation for  all  services  rendered  by  them  or  either  of  them  in  the  execution 
of  the  trusts  and  duties  hereby  created. 

RESIGNATION    AND    REMOVAL    OF    TRUSTEE    AND    FISCAL    AGENT    AND    APPOINTMENT    OF 

THEIR    SUCCESSORS. 

7.  The  fiscal  agent  and  the  trustee  or  either  may  withdraw  and  resign  by 
giving  notice  to  the  Republic  of  such  intention,  specifying  the  date  when  it  is 
desired  such  withdrawal  shall  take  effect,  which  shall  be  not  less  than  four 
months  after  such  notice  to  the  Republic  shall  have  been  given.  The  fiscal 
agent  and  the  trustee,  or  either,  may  be  removed  at  any  time  by  an  instrument 
or  instruments  in  writing  executed  by  the  holders  of  a  majority  in  amount  of 
the  bonds,  with  the  written  approval  of  the  Republic.  In  case  the  fiscal  agent 
or  the  trustee,  or  both,  shnll  be  so  removed  from  or  shall  resign,  or  shall  from  any 
cause  become  incapable  of  acting,  or  a  vacancy  from  any  cause  shall  occur  in 
the  office  of  fiscal  agent  or  the  office  of  trustee,  a  sucessor  or  successors  to  the 
fiscal  agent  or  trustee  so  ceasing  to  act  shall,  with  the  approval  of  the  Ignited 
States  of  America,  be  appointed  by  the  Republic  by  designation  in  writing 
under  the  hand  of  the  minister  of  finance  of  the  Republic,  a  counterpart  whereof 
shall  be  delivered  to  such  successor  or  successors,  respectively,  and  a  counter- 
part filed  in  the  Department  of  State  of  the  United  States  of  America.  Until 
such  appointment  by  the  Republic,  the  United  States  of  America  shall  appoint 
a  successor  or  successors  by  an  instrument  in  writing  executed  under  the  hand 
of  the  Secretary  of  State  of  the  United  States,  which  shall  be  delivered  to  the 
successor  or  successors  so  appointed  and  a  counterpart  thereof  filed  in  the  said 
Department  of  State.  Any  successor  subsequently  appointed  such  fiscal  agent 
or  trustee  by  the  Republic,  by  and  with  the  approval  of  said  United  States, 
shall  immediately  supersede  smy  successor  so  appointed  by  said  Secretary  of 
State  of  the  United  States. 

All  the  provisions  of  this  paragraph  relative  to  the  withdrawal,  resignation, 
or  removal  of  the  fiscal  agent  and  to  the  appointment  of  a  successor  shall 
(severally  apply  to  each  of  the  two  firms  appointed  fiscal  agent  hereunder, 
except  that  in  case  of  the  withdrawal,  resignation,  or  removal  of  either  of 
said  firms,  the  remaining  firm  shall  be  fiscal  agent,  and  so  long  as  such  firm 
shall  continue  fiscal  agent,  no  successor  to  the  firm  which  may  have  thus  with- 
drawn, resigned,  or  been  removed  shall  be  appointed. 

Article  Ninth. — Notices. 

Any  statement,  notice,  request,  or  other  communication,  under  this  contract, 
from  the  fiscal  agent  or  from  the  trustee  to  the  Republic,  shall  be  in  writing, 
addressed  "  El  Ministro  de  Hacienda  de  la  Repfiblica  de  Nicaragua,"  and  shall 
be  deemed  to  have  been  duly  given  if  delivered  at  the  legation  of  the  Republic 
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in  Washington,  D.  C,  or  at  the  consulate  of  the  Ilepublic  in  the  city  of  New 
\ork,  or  if  deposited  in  the  mails,  inclosed  in  a  sealed,  postage  prepaid  package 
addressed  as  above  to  Managua,  Nicaragua.  Service  of  such  notice  or  other 
communication  shall  be  deemed  complete  as  of  the  date  of  such  delivery  or  as 
of  the  date  of  such  deposit  in  the  mails;  in  each  case,  however,  a  duplicate  of 
said  statement,  notice,  request,  or  ocher  communication  shall  be  delivered  to 
the  Department  of  State  of  the  United  States.  Any  notice  or  other  communica- 
tion from  the  Republic  to  the  fiscal  agent  or  to  the  trustee  shall  also  be  In 
writing  and  shall  be  sufficiently  given  if  addressed  to  such  fiscal  agent  or 
trustee,  respectively,  and  delivered  at  the  offices  of  the  two  firms  constituting 
such  fiscal  agent  or  at  the  office  of  the  trustee,  respectively,  in  the  city  of 
New  York. 

Article  Tenth. — General  provisions. 

NONRECOGNITION  OF  CLAIMS. 

1.  This  contract  is  made  exclusively  for  the  benefit  of  the  parties  hereto. 
None  of  its  provisions  shall  be  deemed  or  construed  to  create  any  trust  or 
obligation  in  favor  of  the  holders  or  owners  of  the  obligations  or  indebtedness 
of  the  Republic  now  outstanding,  or  of  any  present  outstanding  claims,  or  of 
any  concessions  which  may  have  been  granted  by  the  Republic. 

CONTRACT    NOT    TO   BE   AFFECTED   BY    CHANGE    OF    MEMBERSHIP   IN    FIRMS. 

2.  The  provisions  of  this  contract  shall  apply  to  and  in  respect  of  the  firms 
of  bankers  constituting  the  parties  of  the  third  part  as  such  firms  shall  from 
time  to  time  be  respectively  constituted  without  reference  to  any  change  in 
membership. 

TO   BE    CONSTRUED   AS    A    NEW    YORK    CONTRACT. 

3.  This  contract  shall  be  deemed  to  be  and  shall  be  construed  as  a  New 
York  contract  made  for  the  benefit  and  security  of  the  holders,  from  time  to 
time,  of  the  bonds  and  the  appurtenant  coupons. 

LANGUAGE    OF    CONTRACT. 

4.  This  contract  may  be  executed  in  both  the  English  and  Spanish  languages; 
"but  in  construing  this  contract  the  original  in  the  English  language  shall 
govern. 

FILING  OF   CONTRACT. 

5.  Within  10  days  after  the  execution  of  this  contract  the  Republic  shall 
file  with  the  Department  of  State  of  the  United  States  of  America  an  original 
executed  counterpart  of  this  contract.  This  contract  shall  take  efl:ect  when 
the  said  convention  shall  have  been  ratified  and  exchanged  and  this  contract 
shall  have  been  ratified  by  the  Congress  of  the  Republic. 

In  witness  whereof  the  Republic  has  caused  this  contract  to  be  subscribed  in 

representation  of  the   Republic  by of  the   Republic,   and   the 

Trust  Company  has  caused  this  contract  to  be  subscribed  in  its  name 

■by  its  president,  and  said  Brown  Brothers  &  Company  and  said  J.  &  W.  Selig- 
man  &  Company  have  hereunto  set  their  hands  and  seals  the  day  and  year 
first  above  written. 

This  contract  is  so  executed  in  quadruplicate  in  English  and  Si)anish.  one 
original  in  each  language,  for  filing  with  the  Department  of  State  of  the  United 
States,  and  one  original  for  each  of  the  parties  hereto. 


Purchase  Contract. 

Agreement  made  at  the  city  of  New  York,  this day  of ,  1911,  be- 
tween the  Republic  of  Nicaragua,  hereinafter  called  the  "  Republic,"  party  of 
the  first  part,  and  Brown  Brothers  &  (Company  and  J.  &  W.  Sellgman  &  Com- 
pany, copartnerships,  doing  business  in  the  city  of  New  York,  hereinafter  called 
the  "Bankers,"  parties  of  the  second  part; 

Whereas  the  Republic  desires  to  refund,  adjust,  and  settle  its  external  and 
Internal  indebtedness  and  to  place  its  finances  upon  a  sound  and  stable  basis, 
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in  order  to  secure  the  future  development  of  the  natural  and  economic  resources 
of  the  Republic;  and 

Whereas,  in  order  to  secure  strength  and  security  in  the  administration  of  the 
Government  and  to  promote  the  tranquillity,  prosperity,  and  progress  of  the 
nation,  and  to  furnish  proper  security  for  q,n  issue  of  bonds,  the  Republic  has 

entered  into  "d  "(^6ftV6nfl6h'  wiffl  ffl^  Lnited  Stales  of  Aiii^i^Wr-^atM ,  1911, 

a  copy  of  which  is  hereto  annexed,  marked  "  Schedule  A  " ;  and 

Whereas,  for  the  purposes  aforesaid,  the  Republic  is  about  to  issue  its  bonds  to 
the  aggregate  principal  amount  of  $15,000,000  gold,  to  be  known  as  the  five  per 
centum  customs  administration  sinking  fund  gold  bonds  of  the  Republic,  se- 
cured by  said  convention,  and  described  in  and  further  secured  by  a  certain 

contract   between   the   Republic,    the  Trust   Company,   as   trustee,   and 

Brown  Brothers  &  Company  and  J.  &  W.  Seligman  &  Company,  as  fiscal  agents, 
a  copy  of  which  contract  is  hereto  annexed,  marked  "  Schedule  B  ";  and 

Whereas  the  Republic  desires  to  sell  $12,000  000,  par  value,  of  said  bonds,  and 
the  bankers  desire  to  purchase  the  same  upon  the  terms  hereinafter  stated;  and 
Whereas  the  Republic  also  desires  the  cooperation  of  the  bankers  in  connec- 
tion with  the  establishment  of  a  bank  in  Nicaragua,  also  in  connection  with 
the  introduction  and  maintenance  of  a  stable  currency  system  in  that  country, 
and  also  in  connection  with  the  construction  of  certain  lines  of  railroad  as 
hereinafter  set  forth; 

Now,  therefore,  in  consideration  of  the  premises  and  of  the  mutual  covenants 
and  undertakings  hereinafter  contained,  it  is  hereby  agreed  as  follows: 

First.  The  Republic  shall  forthwith  execute  and  deliver  the  said  contract, 
''Schedule  B,"  and,  by  or  before  the  first  day  of  September.  1911,  shall  (1) 
procure  the  due  ratification  by  the  Congress  of  the  Republic  of  the  convention 
"  Schedule  A,"  of  the  contract  "  Schedule  B,"  and  of  the  present  agreement;  (2) 
procure  the  enactment  by  the  Republic  of  such  legislation  as  in  the  opinion 
of  counsel  for  the  bankers  may  be  required  for  the  complete  authorization  and 
legalization  of  this  agreement  and  of  the  proposed  bond  issue;  (3)  take  such 
further  action  as  may.  in  the  opinion  cof  said  counsel,  be  necessary  for  the  legal 
issue  of  said  bonds  uix)n  the  terms  of  said  contract  "  Schedule  B";  (4)  issue 
and  deliver  to  the  trustee  under  said  contract  "  Schedule  B."  for  authentication 
in  the  manner  and  form  provided  in  said  contract,  its  five  per  centum  customs 
administration  sinking  fund  gold  bonds  to  the  aggregate  principal  amount  of 
$15,000,000,  gold  coin  of  the  United  States  of  America,  of  such  denominations 
and  in  such  amount  of  each  denomination  as  the  bankers  may  designate. 

Second.  If  the  convention  "  Schedule  A"  shall  have  been  duly  ratified  by 
the  Congress  of  the  Republic  and  by  the  Senate  of  the  United  States,  and  rati- 
fications exchanged  by  both  contracting  parties  thereto  by  or  before  September 
first,  nineteen  hundred  eleven,  and  if  all  of  the  provisions  of  the  foregoing 
article  first  shall  also  have  been  complied  with  by  or  before  said  first  day  of 
September,  nineteen  hundred  eleven,  but  not  otherwise  except  in  the  full 
discretion  of  the  bankers,  the  bankers  shall  within  60  days  after  such  com- 
plete compliance,  upon  a  day  to  be  fixed  by  them,  purchase  from  the  Republic, 
and  the  Republic  shall  thereupon  sell  to  the  bankers,  $12,000,000,  par  value, 
of  said  bonds,  which  shall  thereupon  be  delivered  to  them  by  the  trustee,  and 
in  consideration  of  such  purchase,  and  in  consideration  also  of  all  undertakings 
of  the  Republic  hereunder,  the  bankers  shall  pay  to  the  trustee,  for  account  of 

the  Republic,  the  sum  of  $ in  cash,  with  interest  thereon  at  five  per  cent 

adjusted  to  date  of  payment.     Upon  the  payment  of  said  sum  as  aforesaid, 
the  trustee  shall  deliver  its  receipt,  which  shall  be  a  full  acquittance  to  the 

bankers ;  the  sum  of  $ and  interest  to  be  paid  as  aforesaid  shall  be  held 

and  applied  by  the  trustee  under  and  in  accordance  with  the  provisions  of  said 
contract  "  Schedule  B." 

Third.  The  $12,000,000  of  bonds  thus  purchased  shall  be  the  absolute  property 
of  the  bankers,  to  be  sold  or  otherwise  disposed  of  by  them  as  they  may  deem 
best.  The  Republic  shall,  in  consideration  of  such  purchase,  assist  the  bankers 
in  any  such  sale  and  in  any  public  offering  of  said  bonds,  and  to  this  end  shall 
promptly,  upon  the  request  of  said  bankers,  cause  to  be  signed  by  its  minister 
of  finance  or  by  some  other  qualified  officer  or  person,  a  prospectus  or  prospec- 
tuses of  the  issue,  in  form  to  be  approved  by  the  bankers;  and  the  Republic, 
from  time  to  time,  as  and  when  requested,-  shall  promptly  furnish  the  bankers 
with  all  information  and  documents  which  in  said  bankers'  opinion  may  be 
necessary  or  desirable  for  the  purpose  of  facilitating  the  sale  of  said  bonds 
or  of  listing  the  same  on  any  of  the  stock  exchanges  of  the  world. 
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Fourth.  The  $3,000,000  of  bonds  remaining  misold  shall  be  held  by  the  trus- 
tees under  the  provisions  of  said  contract  "  Schedule  B,"  and  shall  not  be  dis- 
posed of  or  delivered  by  the  trustee  except  in  accordance  with  the  following 
provisions : 

(1)  Except  with  the  approval  of  the  bankers,  none  of  said  bonds  shall  be  sold 
or  offered  for  sale  within  two  years  from  and  after  the  date  of  the  delivery  to 
the  bankers  of  the  $12,000,000  of  bonds  to  be  purchased  by  them  hereunder. 
•  (2)  After  the  expiration  of  said  two  years,  or  earlior  with  the  approval  of 
[the  bankers,  the  Republic  may,  but  only  through  the  bankers,  offer  for  public 
1  sale  such  of  said  unsold  bonds  as  it  may  determine. 
'       (3)  In  case  of  any  such  further  sales,  if  the  then  market  price  of  said  bonds 

ity  of  New  York  should  be  or  more,  the  bankers  shall  have  the 

within    twenty    (20)    days   after  written   notice   to   them   from   the 
of  finance  of  the  Republic  of  its  purpose  to  offer  any  of  such  bonds 
\    for  sale,  of  purchasing  the  bonds  which  may  be  so  offered,  at  such  market  price, 
less  three  (3%)  per  cent  commission. 

(4)  If  iit  the  time  of  ;iny  such  proposed  further  sales  within  five  years  from 
the  date  hereof  the  market  price  of  said  bonds  in  New  York  City  should  be  less 

than per  centum  of  their  par  value,  the  bankers  shall  purchase  the  same 

at  such per  centum,  provided  (a)  that  the  Republic  shall  not  then  be  in 

default  in  the  payment  of  any  interest  coupon  or  installment  on  account  of  sink- 
ing fund  as  provided  in  said  contract  "Schedule  B";    (h)   that  the  Republic 

s  V£  -  shall  not  then  be  at  war  with  any  foreign  power,  or  in  a  state  of  domestic 
^^  revolt;  and  (c)  that  the  bankers  shall  not  be  obligated  to  purchase  more  bonds 
than  may  be  sufficient,  at  the  price  mentioned,  to  furnish  whatever  cash  may 
in  the  opinion  of  the  bankers  be  at  that  time  required  for  continuing  the  con- 
struction of  the  new  railroads  hereinafter  mentioned,  and  for  any  of  the  other 
purposes  for  which  bonds  are  reserved  in  said  contract  "  Schedule  B."  Upon 
the  "making  of  any  such  purchase  the  bankers  shall  have  twenty  (20)  days  after 
the  receipt  by  them  of  written  notice  from  the  Republic  calling  upon  them  to 
make  said  purchase,  within  which  to  pay  the  purchase  price,  and  the  same 
shall  be  paid  by  them  to  the  trustee  under  said  contract  '  Schedule  B."  simul- 
taneously with  the  delivery  to  them  by  said  trustee  of  the  bonds  so  purchased. 

(5)  The  Republic,  by  its  minister  of  finance,  and  the  bankers  shall  from  time 
to  time  join  in  the  proper  written  orders  or  requests  to  or  upon  the  trustee  for 
the  disposition  of  said  $3,000,000  of  bonds  in  accordance  with  the  foregoing  pro- 
visions. .. 

-^  Fifth.  Immediately  after  the  purchase  of  the  $12,000,000  of  bonds  as  herein- 

f)         before  provided  the  bankers  shall  cause  to  be  incorporated,  under  the  laws  of 

f  one  of  the  States  of  the  United  States  to  be  selected  by  them,  a  banking  corpo- 

A()       mtipn,   hereinafter   called  the   "Bank,"   with  an  authorized  capital  stock  of 

$5,0(00,000.  United  States  gold  coin,  and  with  such  banking  and  other  powers 

and  in  such  form  as  the  bankers  may  determine.    Fifty-one  per  centum  (51%) 

^.  of  the  capital  stock  of  said  bank  at  any  time  issued  and  outstanding  shall 

^  control  all  its  operations. 

At  or  immediately  following  its  incorporation  the  bank  shall  receive  a  con- 
cession from  the  Republic  substantially  in  the  form  hereto  annexed,  marked 
"  Schedule  C,"  which  the  Republic  hereby  agrees  to  grant  to  it.  The  bank 
shall  be  the  depositary  of  all  Government  funds  in  Nicaragua  and  the  fiscal 
and  disbursing  agent  of  the  Government  in  that  Republic:  it  shall  enjoy  free- 
dom from  taxation  of  all  kinds,  and  shall  have  the  exclusive  right  to  issue 
bank  notes  and  to  introduce  and  maintain  the  currency  system  hereinafter 
mentioned. 

The  bank  shall  begin  business  with  a  subscribed  capital  of  $500,000,  for 
which  stock  shall  be  issued,  and  thereafter  further  issues  of  stock  may  from 
time  to  time  be  made  as  and  when  the  bank  itself  may  determine. 

For  a  period  of  thirty  (30)  days  from  and  after  the  first  meeting  of  the 
incorporators  of  said  bank,  the  bankers  shall  have  the  right,  at  their  option, 
to  subscribe  at  \)nr  for  51%  of  said  first  issue  of  $500,000  of  stock;  in  case  they 
shall  elect  to  so  subscribe,  the  bankers  shall  have  the  further  right,  at  their 
option,  to  subscribe  from  time  to  time  at  par  for  51%  of  any  further  stock  of 
said  bank  as  and  when  tlie  same  may  be  issued;  such  further  options  shall  in 
each  case  be  exercised  within  thirty  days  from  and  after  the  respective  dates 
of  the  bank's  resolutions  authorizing  such  further  issue  or  issues. 

In  case  the  bankers  shall  .subscribe  for  51%  of  the  first  issue  of  the  bank's 
<'apltal  stock  as  afore8iii<l,  tlie  remaining  49%  of  such  stock  shall  be  subscribed 
for  by  the  Republic  at  par.    The  Republic  shall  also  subscribe  at  par  for  49% 
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of  any  further  issue  or  issues  of  the  bank's  capital  stock.    All  subscriptions  to 
the  bank's  capital  shall  be  paid  for  by  the  respective  subscribers  in  United       ^■ 
States  gold  coin,  or  its  equivalent,  upon  the  issue  to  them  of  the  corresponding      H' 
certificates  of  stock,  V    F 

In  case  the  Republic  should  at  any  time  desire  to  dispose  of  all  or  any  partY^  , 
of  its  said  stock,  it  shall  first  offer  the  same  to  the  bankers,  who  shall  have 
the  right,  at  their  option,  at  any  time  within  30  days  after  such  offer,  to  pur 
chase  the  same  or  any  part  thereof  at  the  same  price  and  upon  the  same  terms 
and  conditions  as  may  be  offered  by  other  intending  bona  fide  purchasers. 

In  case  the  bankers  shall  elect  not  to  purchase  51  per  cent  of  the  first 
issue  of  the  bank's  stock  as  aforesaid,  the  Republic  shall  cause  the  expenses 
which  the  bankers  may  have  incurred  in  connection  with  the  incorporation  of 
said  bank  to  be  paid  forthwith  by  the  trustees  for  account  of  the  Republic,  out 
of  the  "  banking  and  currency  fund  "  provided  for  in  said  contract  "  Schedule 
B."  In  case  the  bankers  shall  elect  to  purchase  said  stock,  the  actual  ex- 
penses shall  be  for  account  of  the  bank,  and  shall  be  paid  by  said  bank  when 
incorporated. 

Sixth.  Immediately  after  the  purchase  of  the  $12,000,000  of  bonds  as  herein- 
before provided,  the  bankers  shall  make  a  careful  study  of  the  currency  condi- 
tions and  requirements  of  Nicaragua,  and  shall  prepare  and  submit  for  ap- 
proval to  the  Republic  and  to  the  Secretary  of  State  of  the  United  States  a 
plan  for  introducing  and  maintaining  a  suitable  currency  system  in  that 
country. 

Upon  the  completion  and  submission  of  said  plan,  as  aforesaid,  the  Republic 
shall  cause  the  actual  expenses  which  the  bankers  may  have  incurred  in  con- 
nection therewith  to  be  forthwith  paid  by  the  trustee,  for  account  of  the  Re- 
public, out  of  said  "  banking  and  currency  fund." 

In  case  of  the  approval  of  said  plan,  as  aforesaid,  the  same  shall  be  adopted 
by  the  Republic;  and  in  that  case  said  plan,  including  tlie  issuing  of  notes 
and  paper  currency  of  all  kinds,  and  the  coinage  of  gold,  silver,  or  other  metals, 
shall  be  put  into  effect  through  the  instrumentality  of  the  bank,  and  the  cash 
capital  which  may  be  required  for  that  purpose  and  generally  for  the  carrying 
out  of  said  plan  and  for  all  expenses  connected  therewith  shall  be  provided  by 
the  Republic  out  of  the  "  banking  and  currency  fund  "  provided  for  in  contract 
"  Schedule  B."  For  the  services  to  be  rendered  by  the  bank  in  that  connection 
it  shall  receive  whatever  profits  may  result  from  the  operation  and  an  addi- 
tional compensation  to  be  agreed  upon. 

Seventh.  As  soon  as  practicable  after  the  purchase  of  the  $12,000,000  of 
bonds,  as  hereinbefore  provided,  the  bankers  shall  send  to  Nicaragua  such  engi- 
neers and  experts  as  they  may  select,  to  make  surveys  for  a  proposed  railroad 
from  some  point  on  or  near  the  Atlantic  coast,  preferably  from  Rama,  on  the 
Escondido  River,  to  connect  with  the  Great  Lake  of  Nicaragua,  or,  pref- 
erably, with  the  present  railroad  from  Corinto  to  Granada,  and  also  for  a 
railroad  from  some  point  on  such  line  to  Matagalpa,  with  such  branch  or 
branches  as  the  bankers  may  deem  desirable,  and  to  report  thereon  to  the 
bankers  with  such  maps,  surveys,  estimates  of  cost  of  construction,  and  recom- 
mendations as  the  bankers  may  require.  Said  surveys  shall  be  begun  within 
90  days  after  said  purchase  of  bonds,  and  shall  be  completed  as  expeditiously 
as  possible.  The  Republic  will,  as  far  as  possible,  facilitate  the  work  of  such 
surveys  by  furnishing  to  the  bankers  such  reports,  maps,  and  information 
as  it  may  have,  or  as  it  may  be  able  to  obtain,  regarding  such  proposed  rail- 
roads and  generally  regarding  the  character,  resources,  products,  and  needs 
of  the  regions  which  such  proposed  railroads  are  intended  to  serve. 

Upon  receipt  by  the  bankers  of  such  engineers'  complete  and  final  reports, 
estimates,  surveys,  and  maps,  they  shall  themselves  prepare  a  report  thereon, 
with  such  recommendations  as  they  may  think  proper  regarding  the  route  or 
routes  to  be  adopted  and  generally  regarding  the  character  and  estimated  cost 
of  construction  and  equipment.  Said  report,  accompanied  by  copies  of  the  re- 
ports, estimates,  surveys,  and  maps  prepared  by  the  engineers  and  experts, 
shall  be  submitted  to  the  Republic  and  to  the  Secretary  of  State  of  the  United 
States  for  their  approval. 

After  said  report  shall  have  been  approved  by  the  Republic  and  said  Sec- 
retary of  State,  the  bankers  shall  have  an  option  of  30  days  within  which  to 
elect  whether  or  not  they  will  organize  a  company,  hereinafter  called  the 
"Railroad  Company,"  for  the  purpose  of  constructing  and  operating  said  rail- 
roads. In  case  the  bankers  shall  elect  to  organize  such  "  Railroad  Company," 
said  railroads  shall  be  constructed  under  contracts  to  be  made  by  the  "  Rail- 
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road  Company."  Such  construction  contracts  shall  be  subject  to  the  approval 
of  the  Secretary  of  State  of  the  United  States  and  of  the  minister  of  finance  of 
the  Republic.  In  case  the  railroads  shall  be  constructed  as  aforesaid,  the  ex- 
penses incurred  by  the  bankers  in  connection  with  the  rei)orts.  surveys,  and 
maps  above  mentioned  shall  be  for  account  of  said  "Railroad  Company"  and 
shall  be  paid  by  it.  If  the  bankers  shall  elect  not  to  orj^anize  said  "'  Railroad 
Company,"  the  Rei)ublic  shall  cause  said  expenses  to  be  paid  forthwith  by  the 
trustee,  for  account  of  the  Republic,  out  of  the  "  railway  fund  "  provided  for 
in  sr-id  contract.  "  Schedule  B." 

If  the  bankers  shall  elect  to  organize  said  '*  Railroad  Company,"  they  shall 
cause  the  same  to  be  inconwrated  under  the  laws  of  one  of  the  States  of  the 
United  States,  to  be  selected  by  them,  with  such  powers,  and  in  such  form  as 
the  b'Hikers  may  determine,  inter  alia,  the  power  to  acquire  railroad  and  other 
franchises  and  concessions  in  Nicaragua  and  to  construct,  own,  and  operate 
railroads  and  other  lines  of  communication  in  that  country.  All  questions  rela- 
ting to  the  organization  of  said  "Railroad  Company,"  including  the  aniount 
and  character  of  its  capital  stock  and  of  its  bonded  or  other  indebtedness,  shall, 
be  determined  by  the  bankers.  As  soon  as  the  said  "  Railroad  Company " 
shall  have  been  incorporated,  the  Republic  shall  grant  to  it  a  concession  sub- 
stantially in  the  form  annexed  hereto,  marked  "  Schedule  D." 

If  the  '*  Railroad  Company  "  shall  be  organized  as  aforesaid,  the  cost  of  con- 
structing and  equipping  said  railroad,  including  the  cost  of  terminal  facilities 
and  Jill  appurtenances,  including  also  the  cost  of  the  reports,  surveys,  and  maps 
above  mentioned,  and  including  interest  during  construction  upon  payments  made 
for  thitt  i)urpose,  shall  be  paid,  one-half  thereof  by  the  Republic  and  the  other 
half  by  the  bankers.  The  amount  thus  chargeable  to  the  Republic  shall  be 
paid  for  its  account  by  the  trustee  out  of  the  "  railway  fund  "  i)rovided  for  in 
said  contract.  "  Schedule  B,"  and  in  consideration  thereof  the  railroad  company 
shall  issue  to  the  Republic  noncumulative  5  per  centum  preferred  shares  of  its 
capital  stock,  being  its  entire  issue  of  such  stock,  to  an  amount  equal  to  the 
sums  so  paid  by  said  Republic. 

In  consideration  of  the  one-half  to  be  paid  by  the  bankers  as  aforesaid,  and 
also  as  part  consideration  to  them  under  this  agreement,  the  railroad  company 
shall  iKS'u^  aul  deliver  to  said  bankers  ia)  its  first-mortgage  six  per  centum 
bonds  to  an  aggregate  amount  equivalent  at  85  per  centum  of  their  par  value 
to  the  sums  so  to  be  paid  by  said  bankers,  and  (b)  shares  of  the  conmion  stock 
of  said  railroad  company,  full  paid  and  nonassessable,  to  an  amount  which  at 
par  shall  represent  not  less  than  the  par  vlue  of  the  bonds  so  to  be  delivered, 
and  which  stock  shall  in  any  case  be  sufficient  to  vest  in  the  bankers  the 
control  of  the  railroad  company. 

If  the  railroad  company  should  be  organized  as  aforesaid,  and  if  the  Republic 
should  at  any  time  desire  to  dispose  of  its  present  railroad  from  Corinto  to 
Granada,  it  shall  first  offer  the  same  to  the  railroad  company,  which  shall  have 
'  the  right,  at  its  option,  at  any  time  within  30  days  after  such  offer,  to  purchase 
the  same  at  the  same  price  and  upon  the  sjime  terms  and  conditions  as  may  be 
offered  by  other  intending  bona   fide  purchasers. 

If  the  bankers  shall  elect  not  to  organize  the  railroad  company  as  aforesaid, 
the  Republic  may  undertake  such  construction  for  its  own  account  or  may  itself 
organize  a  railroad  company  for  that  purpose. 

Eighth.  The  Republic  shall  pay  the  stamp  or  other  taxes  or  duties  to  which, 
under  the  law  of  the  Republic,  this  agreement  is  or  may  be  subject. 

Ninth.  The  Republic  shall  procure  all  such  legislation  as  may  be  required  for 
the  complete  authorization  and  legalization  of  this  agreement,  for  the  establish- 
ment and  operation  of  the  bank,  for  the  introduction  and  maintenance  of  the 
proposed  currency  system,  for  the  establishment  and  operation  of  the  railroad 
company,  for  the  issue  of  railroad  mortgage  bonds,  and  for  the  security  thereof 
under  a  trust  agreement,  and  generally  for  the  carrying  out  of  all  the  purposes 
of  this  agreement. 

Tenth.  Any  notice  under  this  agreement  by  the  bankers  to  the  Republic, 
including  alf  notices  regarding  the  various  rights  of  oi)tion  secured  to  them 
hereunder  and  the  communication  of  any  and  all  reports  and  recommendations, 
shall  be  in  writing,  addressed  "El  Ministro  de  Hacienda  de  La  Reptiblica  de 
Nicaragua,"  and  shall  be  deemcnl  to  have  been  duly  given  if  deliverini  at  the 
legation  of  the  Republic  in  Washington.  District  of  Columbia,  or  at  the  con- 
sulate of  the  Republic  in  tlie  city  of  New  York,  or,  if  dejmsited'  In  the  malls, 
Inclosed  in  a  sealed,  postage- prepaid  package,  addresstnl  as  above  to  Managua, 
Nicaragua.     Service  of  such  notice  shall  be  deenuHl  ccmiplete  as  of  the  date  of  such 
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delivery  or  as  of  the  date  of  such  deposit  in  the  mails;  in  each  case,  however, 
a  duplicate  of  said  notice  shall  be  delivered  to  the  Department  of  State  of  the 
United  States.  Any  notice  to  the  bankers  shall  be  given  in  writing  addressed 
to  Brown  Brothers  &  Company  and  to  J.  &  W.  Seligman  &  Company,  and 
doli\  ored  ;  t  their  ciii-t's  in  tue  city  of  New  York. 

Eleventh.  This  agreement  shall  be  deemed  to  be,  and  shall  be  construed  as, 
a  New  York  contract,  and  time  is  of  the  essence  of  this  agreement.  It  shall  be 
executed  both  in  the  English  and  Spanish  languages,  as  shall  also  any  other 
document  or  documents  prepared  in  connection  with  the  bonds;  but,  in  con- 
struing this  agreement  or  any  other  such  document,  the  original  in  the  English 
language  shall  govern.  An  original  executed  counterpart  of  this  agreement 
shall  forthwith  be  filed  with  the  Department  of  State  of  the  United  States  of 
America.  The  provisions  of  this  agreement  sliall  apply  to  and  in  respect  of  the 
firm  of  bankers  constituting  the  parties  of  the  second  part  as  such  firms  shall 
from  time  to  time  be  constituted,  without  reference  to  any  change  in  member- 
ship. 

Twelfth.  In  case  this  agreement  shall  not  become  effective  because  of  the 
failure  of  the  Senate  of  the  United  States  to  ratify  before  September  1st,  1911, 
the  convention  "  Schedule  A,"  the  bankers  shall  have  the  right  at  their  option 
to  continue  the  present  agreement  in  force  pending  the  approval  or  rejection 
of  said  convention  by  said  Senate  for  a  period  not  exceeding  one  year  from 
and  after  said  first  day  of  September,  1911,  with  the  right  to  the  bankers  at 
their  option  to  terminate  said  contract  at  any  time  during  said  period.  This 
provision  sh;)ll  in  no  wjsy  alter  or  affect  the  obligation  of  the  Republic  to  per- 
form the  various  acts  sj-ecified  in  paragraph  first  above,  or  any  other  obligations 
of  the  Republic  hereunder. 

Thirteenth.  All  the  oi'tions  grj'uted  hereunder  to  the  parties  of  the  second  part 
are  intended  for  their  joint  benefit,  and  in  each  case  such  options  shall  be  exer- 
cised jointly  by  both  firms;  except  that,  if  in  the  case  of  any  particular  option 
either  of  said  firms  should  elect  not  to  avail  itself  of  the  option  privileges,  such 
option  may  be  exercised  by  and  shall  inure  to  the  benefit  of  the  other  firm. 

In  testimony  whereof  the  parties  hereto  have  hereunto  set  their  hands,  etc.. 
etc.  ■ 

Mr.  Mallet- Prevost.  As  bearing  somewhat  upon  the  Ethelburga 
fund 

Senator  S^iith  of  Michigan.  Right  there  let  me  ask  you,  do  they 
include  the  supplemental  loan  agreement  of  March  26,  1912  ? 

Mr.  Mallet- Pbevost.  No;  that  comes  later.  I  am  coming  to  that. 
As  bearing  on  the  situation  of  the  Ethelburga  matter  I  would  like 
to  read  just  one  or  two  extracts  from  this  proposed  contract,  but  I  do 
not  want  to  enter  into  that  fully  until  a  few  moments  later,  with  your 
permission.  After  speaking  of  the  proceeds  of  the  loan  and  what 
shall  be  done  with  them  it  says 

Senator  Smith  of  Michigan.  What  are  you  reading  from  ? 

Mr.  Mallet- Prevost.  From  one  of  these  proposed  contracts  which 
we  submitted  ^vith  the  bid. 

Senator  S^iith  of  Michigan.  These  are  the  contracts  which  you 
prepared  ? 

Mr.  Mallet- Prevost.  Yes,  sir  [reading]  : 

The  said  fund  shall  be  divided  into  seven  distinct  funds,  to  be  known,  respec- 
tively, as  hereinafter  designated,  and  to  consist  of  the  cash  and  bonds  herein- 
after resi)ectively  assigned  to  each,  to  wit :  "■ — " 

{(I)   The  Ethelburga  fund,  which  shall  consist  of  $6,200,000  in  cash. 

Now,  speaking  on  that  fund  later,  the  contract  says  : 

Wherens  certain  differences  have  arisen  between  the  Republic  and  the  Ethel- 
burga Syndicate,  of  I.(Ondon,  Limited,  with  reference  to  an  issue  of  bonds  of  the 
Republic  made  pursuant  to  the  provisions  of  a  contract  dated  January  19, 
1909:  and 

Whereas  the  Rei)ublic  desires  to  adjust  said  differences  and  to  fully  protect 
all  bona  fide  purchasers  and  holders  of  bonds  duly  issued  under  said  contract : 
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Theiefore  the  Republic,  as. a  part  of  the  consideration  hereunder,  hereby 
irrevocably  authorizes  the  fiscal  agent  on  its  behalf  to  do  whatever  in  the 
opinion  of  said  fiscal  agent  may  be  fair,  just,  lawful,  or  equitable  in  the  adjust- 
ment of  said  differences  with  the  Etlieiburga  Syndicate,  IJniited,  and  in  the  pur- 
chase or  redemption  of  all  bonds  issued  pursuant  to  said  contract  of  January 
19,  19()9;  to  which  end,  and  with  a  view  to  the  settlement  and  adjustment  of 
the  entire  controA'ersj%  the  fiscal  agent  may  make,  execute,  and  deliver  such 
agreements  of  compromise  and  settlement  as  it  mr.y  deem  proper  either  with 
the  Ethelburga  Sj'udicate  or  with  others;  may  purchase  or  redeem  any  or  all 
bonds  issued  pursuant  to  said  contract;  may  discharge,  redeem,  or  convert 
the  prior  debts  or  loans  of  the  Republic  mentioned  in  said  contract  of  January 
19,  1909,  or  may  provide  for  their  discharge,  reilemption.  or  conversion;  or  may, 
in  its  absolute  discretion,  make  use  of  any  or  all  legal  remedies  available  for 
the  enforcement  of  the  rights  of  the  Republic  in  the  prennses;  or  may  submit 
any  or  all  questions  which  have  arisen  or  may  arise  in  the  premises  to  arbitra- 
tion under  the  provisions  of  said  contract  of  January  19,  1909,  or  otherwise. 

Senator  Hitchcock.  When  was  that  Ethelburga  Syndicate 
formed? 

Mr.  Mallet-Prevost.  It  was  formed  some  years  prior.     I  will 
enter  into  that  if  you  wish  me  to.     I  am  coming  to  it,  but  I  would 
like  to  get  it  in  its  proper  relation  so  that  you  can  see  what  the 
Y^       attitude  of  the  bankers  was. 
-^y  This  was  the  first  proposition,  and  $6,200,000,  which  represented 

*^  about  the  par  value,  was  provided,  or  intended  to  be  provided,  out 

of  this  fund  sO  that  Nicaragua,  or  the  bankers  representing  Nica- 
ragua, should  be  able  to  deal  with  that  situation  in  the  proper  way. 
Just  what  that  situation  was  and  how  it  was  to  be  dealt  with  I  will 
come  to  a  little  later. 

Senator  Hitchcock.  The  bankers  were  to  deal  with  it,  and  not 
the  Government? 

Mr.  Mallet-Prevost.  The  bankers,  and  not  the  Government. 
Therefore,  this  authority  was  given  to  the  bankers  who  were  to  act 
on  behalf  of  the  Republic.  ^wt^v^    ^  jC'  ^ 

Senator  Root.  Was  to  be  given?  /         '  '   Pa^    'V 

Mr.  Maij^t-Prevost.  Yes;  was  to  be  given.  ^  That  proiposifion, 
as  I  stated,  was  submitted  to  Mr.  Wands  on  January  the  ^d^  He 
came  to  New  York  a  few  days  later  and  told  me  that  he  had  de- 
cided to  advise  Nicaragua  to  accept  it,  and  he  asked  me  if  I  would 
prepare  for  him  the  draft  of  a  cablegram  which  he  could  send  to 
the  Nicaraguan  Government,  and  which  would  state  the  substance 
of  our  bid.  I  did  so  on  July  3,  and  sent  it  to  him.  This  was 
what  I  suggested  and  what  I  believe  was  sent : 
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DRAFT  OF  SUGGESTED  CABLEGRAM. 

Brown  P.roiliers  &  Company  and  J.  &  W.  Seligman  &  Company  proi)ose  to 
purchase  twelve  million  five  per  centum  bonds  maturinjx  in  about  tliirty-seven 
years,  at  90i,  or,  say,-41£L§60000'  ''"^  ^^  purchase  remaining  three  million  at 
same  rate  or  better,  after  tw^Ty^ars  and  within  five  years,  whenever  money  is 
needed  for  railroad  and  Improvements.  Government  shall  not  pay  interest  on 
bonds  until  after  they  are  paid  for. 

Printing,  engraving  bonds,  listing  on  exchanges,  foreign  stamp  taxes,  trus- 
tee's issue  exjtense,  all  of  which  n:;tur:'.lly  chargeable  ngainst  borrower,  are 
estimated  at  ."j;-in(),000,  but  will,  under  the  contract,  he  assumod  l>y  baidcers 
on  payment  lo  tlK-ni  of  estimated  amount,  name.y,  .$4."»o.(H)() ;  said  i)ayment  to 
be  made  out  <.r  Ihe  .$H).S(>()<KM)  cash  proceeds  of  sale. 

Balance  of  cash  will  l)e  dei»«)sited  in  Trust  Company,  divided  into  seven 
funds,  as  suggestwl  by  Wands,  on  which  interest  will  be  allowel.  Hankers 
win  advanco-$5^(MX>0  to  Nicaragua  Immediately  after  contract  becomes  effective, 
without  waitingfor  delivery  of  bonds. 
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Siukiiis  fund  will  be  one  per  centum  annually  on  amount  actually  issued 
;md  will  begin  immediately.  When  total  customs  receipts  exceed  $1,500,000, 
sinkir.i?  fund  will  be  increns^ed  by  one-half  of  such  excess.  Nicaragua  may 
retire  bonds  at  102*.  Collector  customs,  after  paying  collection  expenses,  will 
remit  monthly  to  trustee  all  customs  until  full  year's  interest  and  sinking 
fund  charges  have  been  accumulated,  after  which  balance  will  go  to  Nicaragua, 
excei)t  that  during  a  number  of  years  a  reserve  fund,  enough  to  meet  one 
year's  chnrges,  will  be  gradually  accumulated,  upon  which,  however,  Govern- 
n)ent  will  receive  interest. 

Bonds  will  be  secured  under  convention  by  customs  receipts  and  new  rail- 
road, and  be  free  from  taxes  in  Nicaragua. 

That  was  the  convention  that  was  then  in  contemplation — no;  it 
had  been  signed.    It  was  signed  on  June  6.    This  was  in  July. 

Senator  Smith  of  Michigan.  What  year  was  that  ? 

Mr.  Hallet-Prevost.  1911.     That  was  the  Knox-Castrillo  Con-     ^ 
vention.     [Continuing  reading:] 

BANKERS    WILL    ACT    AS    FISCAL    AGENTS. 

Bankers  will,  without  compenjfl^ioh,  assisf  !^*f61fa^  settle- 

ment with  Ethelburga  SyndicatfC^''^^  resulting  benefits  to  be  for  Nica_f^ua. 

Bankers  will  incorporr.te  bank  tWder  concessioi*  to  be  gratTted  "By"lMcaragua 
and  submit  plan  for  currency  reform.  Bank  shall  have  authorized  capital  of 
$5,000,000,  beginning  business  with  $500,000.  At  bankers'  o]^tion  they  may  sub- 
scribe 51  per  cent  of  capital,  Nicaragua  subscribing  remaining  49  per  cent,  to 
be  paid  out  of  proceeds  of  loan. 

Railroiid  will  be  constructed  either  for  account  of  Nicaragua,  or  bankers  may, 
at  their  option,  organize  railroad  company  and  furnish  one-half  capital  re- 
quired, Nicaragua  furnishing  other  hatf,  payable  out  of  proceeds  of  loan,  Nica- 
ragua receiving  preferred  stock  therefor  and  bankers  receiving  common  stock 
and  bonds. 

If  I  said  January  23  before,  will  you  change  that  to  June  23, 
with  reference  to  the  date  of  the  delivery  of  the  draft  contracts  to 
Wands? 

That  telegram  was  sent,  and  no  immediate  answer  came  to  it ;  and 
Mr.  Wands,  as  the  term  limit,  July  7,  approached,  Avanted  to  get  an 
extension  of  time  and  asked  the  bankers  to  grant  it,  so  on  July  5  they 
wrote  him  this  letter : 
July  5/11-1] 

PROPOSED  LETTER. 

Ernest  H.  Wands,  Esq., 

financial  Agent  of  Nicaragua., 

%  Department  of  Slate  of  the  United  Statcf^,  Wa.^hington,  D.  C. 
Dear  Sir:  Referring  to  our  letter  to  you  of  June  21st  last,  and  complying 
with  your  request  for  an  extension  of  t'me  beyond  July  7th,  during  which  the" 
Nicaragua  Government  may  accept  the  offer  made  to  us,  we  hereby  comply  with 
that  request  and  advise  you  that  the  offer  made  will  remain  open  until  further 
notice. 

We  wish  to  give  the  Nicaragua  (xovernment  every  re  sonable  oi)portunity  to 
consider  our  proposition,  but,  in  the  meantime,  it  is  only  just  to  ourselves  that 
we  should  reserve  the  privilege  of  withdrawing  the  offer  at  any  time  prior  to 
its  formal  acceptance.  It  is  with  this  express  understanding  that  the  present 
extension  is  agreed  to. 

Very  truly,  yours. 

Brown  Bros.  &  Co. 
J.  W.  Seligman  &  Co. 

Senator  Hitchcock.  Who  was  then  President  of  Nicaragua? 
Mr.  Mallet-Prevost.  Diaz  was  President  all  the  time  we  had  any- 
thing to  do  with  the  matter. 


>  — 


202      CONVENTION  BETWEEN  UNITED  STATES  AND  NICABAGUA. 

Af  that  time  it  was  the  general  belief  that  the  Knox-Castrillo  con- 
vention would  be  approved  by  the  Senate,  and  that  it  would  go  into 
effect,  and  this  bid  for  the  $12,000,000  of  bonds  conditioned  entirely 
upon  the  approval  of  that  convention  was  expected  to  become  effective 
early  in  the  fall  of  1911.  I  do  not  recall,  but  my  impression  is  that 
Congress  adjourned  about  this  time — maybe  in  July  of  1911.  Any- 
how it  became  apparent,  either  from  that  fact  or  because  opposition 
developed  in  the  Senate,  I  do  not  i-emember  now — but  it  became 
apparent  that  that  convention  was  not  going  to  be  approved  as  soon 
as  Nicaragua  had  hoped,  and  as  our  bid  was  absolutely  dependent 
upon  its  being  approved,  it  became  apparent  that  something  would 
have  to  be  done  if  Nicaragua  intended  to  carry  out  uny  of  the  plans 
which  were  in  contemplation,  especially  the  plan  for  the  establish- 
ment of  a  national  bank  and  for  reforming  the  national  currency. 

Senator  Smith  of  Michigan.  Will  you  pardon  me  a  question  right 
there  ? 

Mr.  Malx^t-Prevost.  Certainly. 

Senator  Smith  of  Michigan.  You  corrected  a  date  a  few  moments 
ago.    You  had  said  January  and  corrected  it  to  June,  1911  ? 

Mr.  Mallet-Peevost.  Yes,  sir. 

Senator  Smith  of  Michigan.  Senator  Hitchcock  asked  you  who 
was  president.  The  fact  is  that  Estrada  laid  down  the  presidency  on 
the  9th  of  May,  1911. 

Mr.  Mallet- Pre vosT.  Then  I  must  apologize.  I  did  not  know 
that  fact. 

Senator  Smith  of  Michigan.  No;  you  are  correct  in  your  state- 
ment. What  I  want  to  do  is  to  get  this  statement  in  connection  with 
the  one  that  you  were  working  under  Diaz.  Diaz  assumed  the  presi- 
dency, by  designation,  from  May  9,  1911,  to  December  31,  1912. 

Mr.  Mallet- Prevost.  All  I  had  in  mind  was  that  I  know  that 
since  we  went  into  this  thing  whatever  dealing  we  had  with  any 
president  we  had  entirely  with  President  Diaz. 

Senator  Smith  of  Michigan.  Exactly:  but  I  wanted  to  have  the 
record  show  just  when  Estrada  went  out  and  just  when  Diaz  came 
in,  with  reference  to  these  contracts. 

Mr.  Mallet- Prevost.  I  accept  the  correction,  and  thank  you. 

For  the  reasons  which  I  haa^e  stated,  and  while  this  bid  of  the 
bankers  was  pending,  and  not  yet  accepted,  new  negotiations  started 
for  a  smaller  provisional  loan  which  would  enable  Nicaragua  to 
establish  a  national  bank  and  to  reform  her  currency.  That  was  in 
July  of  1911.  Those  negotiations  as  they  stood  on  July  21,  1911, 
will  be  explained  by  a  letter  which  on  that  date  Mr.  James  Brown, 
of  Brown  Bros.  Co.,  wrote  to  Mr.  Wands.    He  says: 

[9084-G 

July  21st,  1911. 
Ernest  H.  Wands,  Esq., 

Finam'ial   Agent   of   Niearaf/ua. 

c/o  Department  of  State  of  the  United  States^  Washington,  D.  C. 
Dear  Mr.   Wands:    In  our  coiiferoiK'e  yesterday   I   understood   you   desired 
Messrs,  Seli;:nijin  nnd  my  firm  to  conunit  to  paiM?r  an  outline  of  the  proposal 
which  we  discussed  with  you  In  our  interview  of  Tuesday. 

In  the  absence  of  Mr.  Mallet -Prevost  we  do  not  feel  that  we  can  do  so.  I 
understand,  however,  that  you  wish  the  information  at  the  earliest  possible 
moment;  and,  therefore,  in  anticiimtion  of  a  m<>re  fornnil  communication,  which 
can  be  sent  later  if  you  desire  it.  I  will  i»erson:illy  endeavor  to  outline  the 
proposal  discussed. 
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So  as  to  enable  the  legislature  of  Nicnragna  to  act  without  waiting  for  the 
confirmation  of  the  treaty  by  the  United  States  Senate,  Messrs.  Selignian  and 
my  firm  expressed  themselves  as  being  willing  to  negotiate  with  the  Republic 
for  a  loan  for  a  million  and  a  half,  to  mature  in  one  year;  and  as  soon  as  the 
loan  was  arranged  to  take  up  the  reformtion  of  the  currency  and  the  negotia- 
tion with  the  Ethelburga  Syndicate.  In  effect,  to  advance  the  above  amount 
of  money  to  the  Republic  of  Nicnragua  in  anticipation  of  the  carrying  out  of 
the  program  outlined  in  our  recent  bid. 

In  consideration  of  our  making  this  advance  in  anticipation  of  the  confirma-  > 
tion  of  the  treaty  by  the  Senate,  the  terms  of  the  convention  were  to  be  em- 
bodied in  the  contract ;  and  the  provision  for  the  collection  of  the  customs  was 
to  become  opera tiA^e  at  once,  as  part  security  for  the  temporary  loan,  but  to  be 
in  charge  of  an  appointee  of  the  President  of  the  United  States;  and  the  two 
firms  were  to  have  an  option  on  the  $15.000  000  bonds  on  the  terms  of  our  bid 
now  before  you,  to  run  for  a  reasonable  period  if  and  after  the  convention 
was  ratified. 

If  the  treaty  was  ratified  at  any  time  within  a  year  from  the  date  of  the 
temporary  loan,  and  the  bankers  exercised  the  option,  the  efifect  would  be  then 
to  carry  out  the  progrnm  outlined  in  our  bid  and  now  awaiting  action  by  the 
United    States    Senate. 

If  the  treaty  wns  not  ratified  within  the  above  period,  the  bankers  express 
themselves  as  being  willing  to  negotiate  for  a  loan  without  a  convention,  pro- 
vided, terms  being  equal,  they  should  have  preference  over  other  bidders. 

There  seem  to  us  a  number  of  distinct  advantages  to  Nicaragua  in  this  ar- 
rangement : 

First.  Nicaragua  would  receive  all  the  money  it  can  now  use  in  the  outlined 
program,  and  would  save  interest  on  the  amount  not  now  borrowe<l  (nor 
needed)  ;  and  this  amount  would  be  available  for  their  current  expenses.  This 
saving  n mounts  to  a  large  sum. 

Second.  The  benefits  to  be  derived  from  the  reformation  of  the  currency 
would  not  be  dependent  upon  the  ratiffcation  of  the  treaty  by  the  United  States 
Senate. 

Third,  Confidence  at  home  and  abroad,  which  is  expected  to  result  from  the 
collection  of  the  customs  by  an  appointee  by  the  President  of  the  United  States, 
would  be  immediate. 

Fourth.  Increase  of  revenue  expected  from  the  incrense  in  business  would 
be  immediate. 

Fifth.  Confidence,  owing  to  the  reform  of  the  currency,  would  not  be  con- 
tingent upon  the  action  of  the  United  States  Senate. 

Sixth.  Increase  in  revenue  would  be  accelerated  for  the  same  reason. 

Seventh.  The  negotiation  with  the  Ethelburga  Syndicate  could  be  taken  up 
at  once  on  behalf  of  the  Republic.  And  the  fact  that  the  funds  for  the  pay- 
ment of  the  Ethelburga  bonds  had  been  only  tentatively  provided  shoiVd  give 
Nicaragua  obvious  advantages  in  negotiating  with  this  syndicate.  Anything 
saved  ns  a  result  of  such  negotiation  would  inure  to  the  benefit  of  Nicara,gua. 
Yours,  very  truly,  --.«.. .^>=^- 

James  Brown. 

That  is  to  say,  if  Nicaragua  did  not  actually  have  in  pocket  the 
$6,200,000  available  for  any  settlement  with  the  Ethelburga  Syndi- 
cate, but  if  the  negotiations  were  carried  on  without  Nicaragua 
having  any  visible  means  of  paying  these  bonds  off,  it  would  put 
Nicaragua  at  an  advantage  for  the  .purpose  of  negotiation. 

Senator  Hitchcock.  Is  that  not  a  very  reason  why  this  treaty, 
or  why  a  condition  of  the  ratification  of  this  treaty,  should  be  a  nego- 
tiation with  the  Ethelburfifa  Syndicate  now? 

Mr.  Mallet- Prevost.  That  has  all  been  passed.  We  have  got  that 
settled  long  ago.  I  will  tell  you  just  how  that  has  been  disposed  of. 
That  was  disposed  of  during  that  same  year 

The  Chairman.  You  are  coming  to  that- 

Mr.  Mallet-Prevost.  Yes,  sir ;  I  am  coming  to  that. 

Senator  Hitchcock.  I  am  very  anxious  to  hear  about  that. 

Mr.  Mallet-Prevost.  I  went  abroad  the  2d  day  of  August,  1911, 
and  I  was  not  here  during  that  time.    The  treasury -bills  agreement. 
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which  provided  for  this  $1,500,000  specifically  along  the  lines  of  the 
letter  which  I  have  just  read,  was  concluded  and  was  signed  on 
September  1.  1911.    During  that 

Senator  Hitchcock.  What  is  the  treasury-bills  agreement? 

Mr.  Mallet-Prevost.  Substantially  what  I  haxe  said  here.  That 
is  to  say.  they  loaned  them  $1,500,000  for  establishing  a  bank  and 
for  reforming  the  currency  and  also  undertook  to  negotiate  with  the 
Ethelburga  Syndicate. 

(The  treasury-bills  agreement,  with  the  schedules  thereto,  appears 
in  the  appendix.) 

Secretary  Bryan.  I  was  called  out  of  the  room.  Did  that  provide 
for  the  option  on  the  railroad? 

Mr.  Mallet- Prevost.  Not  yet.    That  comes  a  little  later. 

Senator  Smith  of  Michigan.  This  is  the  treasury  agreement? 

Mr.  Mallet- Prevost.  The  treasurv-bills  agreement  of  September 
1,  1911. 

Senator  Smith  of  Michigan.  Is  that  it  right  there  [handing  wit- 
ness a  paper]  ?    Is  that  the  one  to  which  you  refer  ? 

Mr.  Mallet-Prevost.  No,  sir:  that  is  two  years  later.  That  is 
another  agreement. 

Senator  Smith  of  Michigan.  This  is  what  year? 

Mr.  Mallet-Prevost.  That  is  1911. 

Senator  S^viith  of  Michigan.  All  right. 

Mr.  Mallet-Prevost.  As  I  say,  I  was  away  during  xVugust  and 
the  matter  was  attended  to  by  Mr.  William  E.  Curtis,  one  of  my 
partners,  and,  from  the  statements  he  made  to  me  and  from  the 
records  in  my  own  office,  I  can  say  that  the  negotiations  of  that 
Treasur}^  bills  agreement  of  1911  were  carried  on  with  Mr.  AVands 
as  financial  agent,  with  Dr.  Castrillo,  and  after  constant  conferences 
with  the  State  Department,  with  Mr.  Dawson,  who  was  then  living, 
with  Mr.  Doyle,  who  was  then  connected  with*t!t^"T7ati'ivAinerican 
Bureau,  and  with  Mr.  Clark,  who  was  solicitor  for  the  department. 

As  the  matter  took  definite  form,  at  the  suggestion  of  the  State 
Department,  New  York  counsel  were  employed  on  behalf  of  Nicara- 
gua to  examine  the  papers,  and  they  did  so.  Messrs.  Dexter,  Osborn 
&  Fleming,  of  No.  71  Broadway,  were  retained  as  counsel  on  behalf 
of  Nicara2:ua.  They  were  furnished  with  all  the  documents  in  the 
matter.  They  had  constant  conferences  with  my  office  and  approved 
of  the  contract  of  September  1,  1911,  as  it  was  finally  executed. 

I  think  it  is  important  to  bring  that  fact  out,  that  Nicaragua  was 
not  only  looking  into  the  thing  through  their  own  agents  but  was 
protected  in  the  first  place  by  the  State  Department  itself  in  the 
negotiations,  and  in  the  second  place  by  American  counsel  who.  on 
,  the  recommendation  of  the  State  Department,  were  retained  for 
that  purpose. 

There  are  a  number  of  letters  here,  some  to  Mr.  Wands,  some  to 
Mr.  Fleming  of  the  law  firm  T  have  mentioned,  and  some  to  Mr. 
Doyle,  which  passed  during  August,  and  which  have  more  or  less 
bearing  on  this  subject.  I  do  not  think  they  are  sufficient Iv  im- 
portant for  me  to  take  up  the  time  of  the  committee  in  reading  them, 
but  I  would  be  very  glad  to  furnish  copies  for  the  files.  So  that  T 
will  pass  these,  as  I  have  other  matters  of  considerablv  more  im- 
portance. 
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(The  letters  referred  to  appear  in  the  appendix  as  follows:  Letters 
Curtis,  Mallet-Prevost,  and  Colt  to  Mr.  Wands  dated  August  15, 
1011 ;  to  Mr.  Fleming  dated  August  19,  1911 ;  to  Mr.  Doyle  dated 
August  19,  1911,  and  another  letter  to  Mr.  Doyle  dated  August  29, 
1911 ;  also  a  letter  from  Wands  to  the  bankers  dated  August  11,  1911.) 

Senator  Smith  of  Michigan.  It  is  your  intention  to  furnish  copies 
of  all  correspondence  between  Wands  and  Brown  Bros.,  and  Wands 
and  Seligman? 

Mr.  Mallet-Prevost.  You  can  have  it,  but  if  I  should  undertake 
to  read  copies  of  all  we  have,  you  would  never  get  through. 

Senator  S^iitii  of  Michigan.  I  just  asked  the  question  whether  it 
was  to  include  all  the  correspondence  or  only  a  part  of  it.  %.. 

Mr.   Mallett-Prevost.  I   picked    out   such   correspondence   as   I    11 1 
thought  would  be  of  interest  to  the  Senate  committee,  but  I  stand    11 
prepared  to  furnish  any  and  everything  else  which  I  have,  as  do    I 
the  bankers. 

The  treasury  bills  agreement,  as  I  say,  was  signed  on  September  \ 
1,  1911.     That  treasury  bills  agreement,  in  substance,  provided  that 
there  should  be  an  issue  of  treasury  bills  of  $1,500,000,  payable  in 
one  year,  the  interest  being  at  6  per  cent.     The  bankers  bought  them 
at  par.     That  money  was  to  be  used,  $100,000  of  it  as  initial  capital         J 
of  the  bank ;  the  bank  was  to  be  incorporated  and  to  be  managed  by  \     / 
the  bankers,  but  to  belong  entirely  to  Nicaragua.     All  the  stock  was  \  ■ 
issued  to  Nicaragua  and  absolutely  belonged  to  it.     The  balance  of    I 
the  money  was  to  be  available  for  the  purposes  of  the  currency    / 
formation.  u 

Senator  Hitchcock.  The  balance  of  $1,500,000? 

Mr.  Mallet-Prevost.  The  balance  of  the  $1,500,000.  The  loan 
was  secured 

Senator  Hitchcock.  How  was  it  to  be  available? 

Mr.  Mallet-Prevost.  Through  the  exchange  fund;  the  bankers 
undertook,  at  the  expense  of  Nicaragua  to  engage  currency  experts 
whom  they  were  to  send  to  Nicaragua  to  study  the  situation.  Those 
experts  were  to  report  on  a  plan  which  was  then  to  be  adopted  by 
Nicaragua,  and  it  was  calculated  at  that  time  that  that  amount  of 
money;  that  is  to  say,  a  million  and  odd  thousand  dollars,  would 
be  sufficient  to  effect  the  conversion  of  the  monetary  system  of 
Nicaragua,  and  the  bankers  were  to  hold  it  for  that  purpose. 

Senator  Hitchcock.  Where  was  the  reserve  kept? 

Mr.  Mallet-Prevost.  It  was  kept  temporarily  in  the  United  ^^ates 
Mortgage  &  Trust  Co.  in  New  York.     When  the  bankers  bought  the 
treasury  bills  they  paid  the  money  over,  paid  the  $1,500,000  to  the    x,^ 
United  States  Mortgage  &  Trust  Co.  for  the  purposes  set  forth  in 
the  treasury  bills  agreement. 

Senator  Hitchcock.  On  what  basis  was  the  redemption  of  the 
Government  notes? 

Mr.  Mallett-Prevost.  They  were  all  to  be  paid  one  year  after 
date. 

Senator  Hitchcock.  I  mean  on  what  basis  of  exchangee? 

Mr.  Mallet-Prevost.  Paid  at  par.  They  were  bought  at  par  and 
were  to  be  paid  at  par. 

Senator  Hitchcock.  I  understood  this  money  was  to  be  used  for 
the  redemption  of  the  currency. 
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Mr.  Mallet- Prevost.  You  mean  of  the  currency?     I  will  come 

to  that  in  a  moment.     I  just  wanted  to  state,  so  as  to  get  rid  of  that, 

how  the  loan  was  secured.     It  was  stipulated  in  that  contract  that 

the  $1,500,000  should  be  secured  by  a  lien  upon  the  customs,  and  we 

put  into  the  contract  practically  the  same  thing  that  was  in  the  treaty 

that  was  pending  before  the  United  States  Senate;  that  is  to  say, 

that  the  customs   should  be   collected   by   an   American   collector. 

/This  American  was  to  be  nominated  by  the  bankers;  he  was  to  be 

I  approved  by  the  Secretary  of  State  of  the  United  States,  and  was 

V|Lpp<^  inted  by  Nicaragua.     That  was  the  only  securit}^ 

When  that  treasury  bills  agreement  went  into  effect  the  first 
thing  we  did  was  to  try  to  get  hold  of  a  man  whom  we  couhi  nomi- 
nate as  collector  general  of  customs,  t  had  a  number  of  interviews 
here  in  Washington,  especially  with  the  War  Department  and  the 
Insular  Bureau,  and  a  man  was  very  highly  recommended  to  us — 
Col.  Clifford  D.  Ham,  who  was  then  in  the  Philippine  customs 
service.  We  investigated  him  thoroughly  and  he  seemed  to  be  a 
very  satisfactory  man,  and  has  proven  to  be  such.  We  conferred 
with  reference  to  his  appointment  with  the  State  Department  and 
jfiriaUy  the  Secretary  of  State  approved  him  and  he  was  appointed 
to  take  charge  of  the  collections  about  the  middle  of  December, 
1911.  In  that  connection,  the  bankers,  on  November  2,  1911,  wrote 
this  letter  to  Secretary  Knox : 

[0117 
Brown  Brothers  &  Co., 
59  Wall  Street,  Neiv  York,  November  2,  JOU. 
Hon.  Philander  C.  Knox, 

Secretary  of  State  of  the  United  States, 

Washington,  D.  C. 
Sir:  We  beg  to  advise  you  that  on  September  1,  1911,  we  entered  into  an 
agreement  with  the  Republic  of  Nicaragua,  by  which  we  undertoolc  to  make 
a  temporary  loan  of  $1,500,000.  which  the  Republic  urgently  needed.  As  se- 
curity for  this  loan,  Nicaragua  pledged  her  customs  receipts,  and  agreed,  in 
order  to  make  such  pledges  effective,  that  the  customs  should  be  collected  by 
a  collector  general  to  be  nominated  by  us  and  to  be  approved  by  you.  We 
beg  to  hand  vou  herewith  a  copy  of  the  agreement  refe;'red  to. 

The  contract  having  been  approved  by  the  Congress  of  Nicaragua  and  hav- 
ing become  effective,  we  have,  in  accordance  with  its  terms,  nominated  Mr. 
Clifford  D.  Ham  to  be  collector  general  of  customs  of  Nicaragua.  Relying 
upon  your  good  offices  in  this  matter,  we  submit  his  name  to  you,  and  beg 
that  if  it  meets  with  .vour  approval  you  will  so  advise  us. 

Mr.  Ham  is  at  present  surveyor  of  the  port  of  Manila,   in  the  Philippine 
>  Islands ;  and  has  been  recommended  to  us  as  a  person  qualified  for  the  position 
•  and  worthy  of  our  confidence. 
Resi^ectfuUy,  yours, 

Brown   Brothers   &   Co., 
J.  &  W.  Seligman  &  Co. 

Senator  Smith  of  Michigan.  What  was  the  amount  to  be  ad- 
vanced under  that? 

Mr.  Mallet- Prevost.  A  million  and  a  half. 

Senator  HnxnrocK.  And  a  hundred  thousand  dollars  of  that  was 
taken  as  capital  for  the  bank? 

Mr.  Mallet-Prevost.  Yes,  sir. 

Senator  Hitchcock.  A  million  four  hundred  thousand  dollars 
was  deposited  in  New  York?  .     ,  .     xt 

Mr.  Mallet-Prevost.  The  whole  $1,500,000  was  (le])osited  hi  New 
York  and  subsequently  applied  in  that  way. 
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Senator  Hitchcock.  Tell  us  briefly  how  it  gets  out  of  New  York 
and  into  Nicaragua. 

Mr.  Mallet-Prevost.  Certainly.  That  brings  up  the  whole  ques- 
tion of  the  currency  down  there.  Might  I  just  present  this  letter  in 
which  the  Secretary  approved  of  Ham's  nomination,  so  as  to  pass 
this  branch  of  it  ?  I  think  this  letter  ought  to  be  read,  and  I  will  then 
take  up  the  question  of  the  currency.     It  is  as  follows : 

9117 
Copy.]  (c) 

Department  of  State, 
Washington,  D.  C,  Xovemhcr  11th,  1911. 
Messrs.  Brown  Brothers  «&  Company 

and  J.  W.  Seligman  and  Company, 

59   Wall  Street,  New  York  City. 

Gentlemen  :  I  acknowledge  the  receipt  of  your  joint  letter  of  the  2d  instant, 
wherein  yon  advise  me  that  on  Septeniher  1,  1911.  yon  entereil  into  an  agree- 
ment witli  the  Republic  of  Nicaragua  by  which  you  undertook  to  make  a  tem- 
porary loan  of  $1,500,000,  which  you  state  the  Republic  urgently  needed.  You 
inform  me  that  as  security  for  this  loan  the  Republic  of  Nicaragua  has  pledged 
its  customs  receipts  and  agreed,  in  order  to  make  such  pledge  more  effective, 
that  the  customs  should  be  collected  by  a  collector  general  to  be  nominated  by 
you  and  approved  by  me,  and  you  enclose  with  your  letter  a  copy  of  the  agree- 
ment referred  to.  You  further  inform  me  th.it  the  contract  has  been  api;roved 
by  the  Congress  of  Nicaragua,  and  that,  having  therefore  become  effective,  you 
have,  in  accordance  with  its  terms,  nominated  Mr.  Clifford  D.  Ha.ni,  who  is  at 
present  surveyor  of  the  port  of  Manila,  in  the  Philippine  Islands,  to  be  co'iector 
general  of  customs  of  Nicaragua.  You  submit  his  name  to  me  requesting 
that  if  it  meets  with  my  approval  yon  be  so  advised. 

In  reply  you  are  informed  that  a  note  has  also  been  received  from  the  envoy 
extraordinary  and  minister  plenipotentiary  of  Nicaragua  in  this  city  in  which 
he  informs  the  department  of  the  negotiations  of  this  contract  and  requests, 
on  behalf  of  his  Government,  that  I  take  action  upon  the  retpiest  made  by  you 
for  the  approval  of  the  nomination  of  a  collector  general  of  customs  of  Nicara- 
gua who,  under  the  terms  of  the  contract,  is  to  be  appointed  by  tliat  Government. 
Since  receiving  your  letter  I  have  caused  inquiry  to  be  made  regarding  the 
fitness  of  Mr.  Ham  to  fill  the  position  for  which  he  has  been  selected,  and  I  am 
happy  to  be  able  to  advise  you  that  I  have  received  a  favorable  reply.  I  there- 
fore approve  the  selection  of  Mr.  Clifford  D.  Ham  as  collector  general  of  cus- 
toms of  Nicaragua,  as  a  suitable  and  competent  person  to  discharge  the  duties 
of  that  position.  As  pointed  out  during  your  informal  conference  with 
officials  of  this  department  in  the  month  of  August  last,  my  approval  of  the 
person  selected  for  the  post  of  collector  general  of  customs  of  Nicnragra  must 
not  in  any  wise  be  understood  as  indicating  that  the  Government  of  the  United 
States  will  lend  any  other  or  further  good  offices  in  the  protection  of  the  Ameri- 
can citizens,  parties  to  this  contract,  than  it  would  accord  to  any  legitimate 
American  enterprise  abroad,  nor  that  this  approval  places  the  bankers  in  any 
better  position  in  regard  to  seeking  this  protection  than  if  I  took  no  part  what- 
ever in  the  approval  of  a  collector  general  of  customs. 
I  am,  gentlemen,  your  obedient  servant, 

(Signed)  P.  C.  Knox. 

Senator  Smith  of  Michigan.  Was  that  contract  signed? 

Mr.  Mallet-Prevost.  This  letter? 

Senator  Smith  of  Michigan.  Was  the  contract  signed  ? 

Mr.  Mallet-Prevost.  Oh,  yes,  sir. 

Senator  Smith  of  Michigan.  That  contract  was  signed  and  the 
customs  of  the  country  were  pledged  under  it  ? 

Mr.  Mallet-Prevosi  .  Yes,  sir. 

Senator  Smith  of  Michigan.  Now,  the  customs  of  the  country  had 
been  pledged  under  the  Ethelburga  agrement? 

Mr.  Mallet-Prevost.  Yes,  sir. 

Senator  Smith  of  Michigan.  Which  I  hold  here  ? 
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Mr.  Mallet-Prevost.  Yes,  sir. 

Senator  Smith  of  Michigan.  The  customs  of  the  country  had  been 
partially  pledged  under  the  bond  issue— under  that  bond  issue  [indi- 
cating paper] — had  they  not? 

Mr.  Maixet-Prevost.  Yes,  sir. 

Senator  Smith  of  Michigan.  How  could  they  all  be  pledged  to  all 
the  various  interests  in  good  faith  ? 

Mr.  Mallet- Pre vosT.  I  would  be  very  glad  to  take  up  either  that 
question  or  the  one  regarding  the  currency.  I  will  take  both  of 
them  up. 

Senator  Williams.  I  suggest  that  Mr.  Mallet-Prevost  make  his  out- 
lined statement,  and  after  that  he  can  be  questioned. 

Senator  Smith  of  Michigan.  All  right;  let  him  go  on.  I  thought 
he  had  finished. 

Mr.  Mallet-Prevost.  I  am  going  to  deal  with  all  of  these  questions. 

Now,  as  to  the  currency,  after  the  collector  had  gotten  that  part 
of  the  contract  going  then  we  made  inquiries  as  to — pardon  my 
saying  ''  we  "  when  it  ought  to  be  "  the  bankers."  I  was  only  an 
outsider  in  this  thing  as  counsel.  The  bankers  considered  whom  they 
could  recommend  as  currency  experts  to  go  down  there  and  study  the 
situation,  and  they  finally  selected  Mr.  Conant,  who,  as  I  under- 
stand, was  before  your  committee  the  other  day,  and  an  English- 
man, Mr.  Francis  Capel  Harrison,  who  is  considered  one  of  the  first 
currency  experts  in  P^ngland;  he  had  very  great  experience  in  India 
and  in  China.  They  went  dowm  to  Nicaragua  and  their  recom- 
mendations were  finally  embodied  into  a  law  which  was  passed  by 
the  Nicaraguan  Congress,  and  which  established  the  present  cur- 
rency system. 

Before  coming  to  that,  I  should  say  this,  however,  that  immedi- 
atel}^  after  the  treasury  bills  agreement  was  concluded  on  Septem- 
I  ber  1,  1911,  Mr.  Wands  took  that  agreement  and  went  down  to 
j  Nicaragua  for  the  purpose  of  having  it  ratified  by  the  Nicaraguan 
I  Congress.  It  was  during  his  stay  at  that  time  in  Nicaragua  that  he 
:  ascertained,  and  on  his  return  informed  us,  that  a  very  large  amount 
of  paper  currency  had  been  issued  of  which  we  had  no  prior  knowl- 
edge. When  we  negotiated  the  treasury  bills  agreement  we  were 
given  to  understand  that  the  outstanding  paper  currency  of  the 
country  amounted  to  somewhere  between  tnirty  and  thirty-two  mil- 
lion pesos — the  exchange  at  that  time  being  somewhat  fluctuating; 
it  went  up  as  high,  I  think,  as  2,200.  The  million  and  a  half,  or 
million  four  hundred  thousand  dollars,  was  believed  to  be,  under  the 
circumstances,  a  sufficient  fund  to  be  used  as  an  exchange  fund  for 
the  establishment  of  a  gold  standard  there,  fixing  some  definite  ex- 
change value  for  the  outstanding  currency  so  as  to  take  care  of  the 
currency  that  was  actually  in  the  hands  of  the  public.  But  when 
Mr.  Wands  came  back  from  Nicaragua,  after  the  Nicaraguan  Con- 
gress had  ratified  the  contract 

Senator  Smith  of  Michigan.  Give  the  date,  if  you  can. 

Mr.  Mallet- Prevost.  I  do  not  remember;  it  must  have  been  No- 
vember or  December,  1911 — he  then  infornied  us  that  the  Govern- 
ment down  there  had  had  the  printing  presses  going  and  had  issued 
'  about  10,000.000  more.  So  that  instead  of  having  to  take  care  of 
thirty  or  thirty-two  millions  we  found  that  we  would  have  to  take 
care  of  about  48.000,000.    That  was  an  unpleasant  surprise. 
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Senator  Hitchcock.  Why  did  you  say  "we"?  This  money  was 
turned  over  to  Nicaragua. 

Mr.  Mallet- Prevost.  I  know,  but  we  were  to  study  the  situation 
and  recommend  a  plan  to  help  Nicaragua  in  carrying  it  out.  In 
other  words,  she  relied  upon  the  bankers  as  experts  in  the  matter  to 
help  her  to  do  this  .thing. 

Senator  Hitchcock.  You  had  no  further  control  of  the  money, 
however  ? 

Mr.  Mallet- Prevost.  No;  excepting  that  the  currency  plan  to  be 
adopted  had  to  be  approved  by  us. 

Senator  Smith  of  Michigan.  Under  that  agreement  they  were  not 
privileged  to  issue  this  money  ? 

Mr.  Mallet-Prevost.  No  ;  they  were  not  until  some  currency  plan 
had  been  studied  and  had  been  elaborated  and  had  been  approved. 

Senator  Smith  of  Michigan.  But  notwithstanding  that  agreement 
they  went  on  and  did  it? 

Mr.  Mallet-Prevost.  No,  sir ;  they  had  done  it.  When  Mr.  Wands 
went  down  there  he  found  the  thing  had  been  done. 

Senator  Smith  of  Michigan.  I  understand  that. 

Mr.  Mallet-Prevost.  They  did  it,  as  I  understand,  while  our 
negotiations  were  going  ahead  and  nobody  up  here  knew  anything 
about  it. 

Senator  Smith  of  Michigan.  That  is  exactly  what  I  am  told. 

Mr.  Mallet-Prevost.  Now,  when  Harrison  and  Conant  got  down 
there  they  verified  what  Wands  had  told  us  of  this  large  amount  of 
outstanding  currency  and  it  immediately  became  evident  that  $1,400,- 

000  would  not  be  enough  to  establish  it  upon  the  basis  which  the 
Government  wanted  to  establish  it.  It  appears  that  the  Government 
had  made  promises  to  its  adherents  there  that  some  rate  of  exchange 
should  be  finally  established  which,  I  think,  should  not  exceed  1,250. 

Senator  Hitchcock.  You  mean  124  to  1  ? 
Mr.  Mallet-Prevost.  Yes;  12J  to  i. 

Senator  Smith  of  Michigan.  Lest  that  question  of  mine  seems  to 
be  a  criticism,  I  want  to  have  it  appear  that  the  reason  I  said  what 

1  did  was  because  Mr.  Conant  told  us  he  left  New  York  in  November, 
1911.    Mr.  Wands  had  already  been  down  there. 

Mr.  Mallet-Prevost.  Yes. 

Senator  Smith  of  Michigan.  And  it  was  about  that  time,  or  just 
preceding  that  time,  that  these  twenty-odd  millions  of  new  money 
was  thrown  into  the  circulating  medium  of  Nicaragua  ? 

Mr.  Mallet-Pre\ ost.  I  can  not  tell  you.  Senator,  just  when  it  was. 

Senator  Smith  of  Michigan.  I  did  not  intend  it  as  a  criticism  of 
you.    I  simply  wanted  to  state  it  as  a  fact. 

Mr.  Mallet-Prevost.  It  became  apparent  that  that  amount  of 
money  would  not  be  enough,  and  Conant  and  Harrison  cabled  us  to 
that  effect,  and  a  long  cable  correspondence  ensued  which  started 
negotiations  for  a  new  loan.  The  currency  experts  calculated  that 
Nicaragua,  in  addition  to  that  $1,400,000,  would  require  $500,000 
more  in  order  to  make  the  currency  fund  safe. 

Senator  Smith  of  Michigan.  Gold  ? 

Mr.  Mallet-Prevost.  Gold.  Not  only  that,  but  apparently  Nica- 
ragua was  in  hard  straits  for  current  expenses,  and  wanted  some 
money  to  pay  its  monthly  bills.    The  result  of  those  negotiations  was 
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finallv  embodied  in  what  is  known  as  the  supplementary-loan  con- 
tract of  March  26,  1912. 

Senator  Smith  of  Michigan.  Have  yon  that  contract? 

Mr.  Mallet- Pre vosT.  Oh,  yes;  all  of  those  contracts  are  here. 

Senator  Smith  of  Michigan.  And  yon  are  going  to  file  them? 

Mr.  Mallet-Prevost.  Yes.  That  contract  provided,  however,  in 
the  first  place,  that  the  bankers  should  extend  a  credit  of  $500,000, 
which  should  be  available  if  required  for  currency  purposes.  That 
Avas  March  26,  and  six  days  before  that,  March  2*0,  the  Nicaraguan 
Congress  had  passed  the  new  currency  law  which  had  been  recom- 
mended by  the  currency  experts  and  which  had  been  approved  by 
the  bankers. 

(The  supplemental  loan  agreement  of  March  26, 1912,  is  a  follows:) 

The  ItiruBi-ic  of  XiCAKAGiA  and  Brown  BsoTHEas  &  Company  and  J,  &  W. 

Seligman  Sz  Company. 

Supplemental  loan  agreement  dated  March  26th,  1912. 

Supplemental  Loan  Agreement,  March  26,  J 9 12. 

Agreement,  made  at  the  City  of  New  York  this  twenty-sixth  day  of  March, 
one  thousand  nine  hundred  twelve,  between  The  Republic  of  Nicaragua,  here- 
inafter called  the  "  Republic,"  party  of  the  first  part,  and  Brown  Brothers  & 
Company  and  J.  &  W.  Seligman  &  Company-,  copartnerships  doing  business  in 
the  CUy  of  New  York.  l:oreinatter  c.iUed  the  "  Bnnkers,"  jnirties  of  the  second 

part,    WITNESSETH  : 

Whereas  under  the  terms  of  an  agreement  between  the  parties  hereto,  dated 
September  first,  one  thousand  nine  hundred  eleven,  known  as  the  "Treasury 
Bills  Agreement,"  the  Bankers  have  loaned  to  the  Republic  $1,500,000  to  be 
used  for  reforming  the  curreny  of  the  Republic  and  for  establishing  a  bank, 
which  sum,  pursuant  to  the  terms  of  said  agreement,  has  been  deposited  with 
the  United  States  Mortgage  &  Trust  Company  as  trustee;  and* 

Whereas  the  total  present  currency  issue  of  the  Republic  is  approximately 
sixteen  million  (16,000,000)  "pesos"  greater  than  the  amount  upon  which  the 
"  Treasury  Bills  Agreement "  was  based ;  and 

Whereas  on  March  nineteenth/twentieth,  one  thousand  nine  hundred  twelve 
a  Bill  for  introducing  and  mnintaining  a  stable  currency  system  in  Nicaragua 
was  duly  adopted  by  the  Republic  so  that  said  funds  in  the  hands  of  the  United 
States  Mortgage  &  Trust  Company  as  trustee  are  now  available  for  the  pur- 
poses mentioned  in  the  said  "Treasury  Bills  Agreement";  and 

Whereas  the  Republic  requires  additional  funds  for  the  i)urposes  of  said  cur- 
rency system  and  also  to  meet  certain  budget-exi^enditures ; 

Now,  THEREFORE,  ill  coiisideratiou  of  the  premises  and  of  the  mutual  conve- 
nants  and  undertakings  hereinafter  contained,  it  is  hereby  agreed  as  follows. 

F'iRST.  In  order  to  i)rovide  a  reserve  available  exclusively  for  the  purposes  of 
said  Currency  Bill  if  and  whenever  any  other  funds  available  therefor  under 
that  Bill  are  exhausted,  the  Bankers  will  up(m  the  conditions  and  in  the  man- 
ner hereinafter  provided  and  upon  the  security  mentioned  below  open  a  credit 
of  Five  hundred  thousand  dollars  ($500,000)  to  be  drawn  against  at  any  time 
prior  to  October  fifteenth,  one  thousand  nine  hundred  twelve,  but  only  If,  as 
and  when  so  required. 

Second.  Drafts  against  said  credit  shall  be  at  sight  on  Brown  Brothers  & 
Coii'j.ai'y,  :  11  1  sD  1!  !>»»  dr;  wii  iiy  N.Mtioiipl  Bunk  of  Nl(Mragu:i.  iiH'ori)orated. 
when  opened  for  business,  or  i)rior  thereto  by  the  Minister  of  Finance  of  Nica- 
ragua. Drafts  s(>  drawn  l)y  the  Minister  of  Finance  shall  be  valid  only  when 
api)roved  liy  a  representative  of  the  Bankers  in  Nicaragua,  to  l)e  appointed  by 
them  for  tliat  purpose,  such  approval  to  be  evidenced  by  the  countersignature 
of  such  representative. 

Third.  Any  currency  purchased  with  said  drafts  shall  imiuedlntely  be  de- 
livered to  the  Bankers'  said  representative,  wlio  shall  deiHJslt  the  same,  for  safe 
keeping,  at  such  place  or  places  as  the  Bankers  may  direct. 

Fourth.  Also  upon  the  secnrlty  UKMitloned  bolow  and  in  order  to  enable  the 
Republic  to  meet  certain  of  Its  current  monthly  exi»enscs  the  Bankers  will 
loan,  exclusively  for  such  current  cximm^.  ■<    '^miis  not  exctvdlug  a  total  of  Two 
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hundred  fifty-five  thousand  dollars  ($255,000),  of  which  Sixty  thousand  dol-  i 
lars  ($60,000)  shall  be  available  immediately,  and  the  balance  in  monthly  in-  ' 
stalments  at  the  rate  of  Thirty  thousand  dollars  ($30,000)  per  month  for  the 
months  from  April  to  September,  one  thousand  nine  hundred  twelve,  both  in- 
clusive, and  of  Fifteen  thousand  dollars  ($15,000)  for  the  month  of  October, 
one  thousand  nine  hundred  twelve.  For  these  amounts  the  Minister  of  Finance 
may  draw  at  sight  upon  Brown  Brothers  &  Company;  the  first  draft  or  drafts, 
for  not  exceeding  a  total  of  Sixty  thousand  dollars  ($()0,000),  to  be  drawn  im- 
mediately after  the  execution  of  the  present  contract,  and  the  other  drafts  to  be 
drawn  monthly  beginning  with  the  month  of  April  next.  Said  drafts  shall  all 
be  approved  by  the  Bankers'  representative  in  Nicaragua. 

Fifth.  The  loans  above  mentioned  shall  constitute  and  are  hereby  declared 
to  be  a  direct  liability  and  obligation  of  the  Republic  irrespective  of  any  se- 
curity provided  hereunder  and  the  Republic  hereby  pledges  its  faith  and  credit 
for  the  due  and  punctual  payment  (1)  of  the  principal  thereof,  (2)  of  interest 
at  the  rate  of  six  per  centum  (6%)  per  annum  upon  the  amount  of  all  drafts 
paid  by  the  Bankers  from  the  date  of  payment  of  such  drafts  until  repayment 
thereof,  (3)  of  a  bankers'  commission  of  one  per  centum  (1%)  upon  jiil  such 
drafts,  and  (4)  of  the  expenses  mentioned  in  Article  Eighteenth  below. 

Sixth.  The  principal  and  interest  of  all  loans  to  be  made  hereunder,  all 
drafts  which  may  be  paid  by  the  Bankers  as  hereinbefore  provided,  all  com- 
missions to  which  the  Bankers  may  become  entitled  hereunder,  and  the  expenses 
mentioned  in  Article  Eighteenth  below,  shall  be  secured  as  follows: 

(1)  By  a  lien  and  charge  upon  all  export  and  import  customs  duties  receiv- 
able by  or  for  the  Republic  from  and  after  the  date  of  this  agreement,  said  lien 
and  charge  to  immediately  follow  the  lien  and  charge  constituted  upon  said 
customs  duties  for  the  security  of  the  gold  treasury  bills  as  provided  in  Article 
Fifth,  section  1,  of  the  "  Treasury  Bills  Agreement  "  ; 

(2)  By  a  lien  on  all  government  railway  and  steamship  lines,  equiiment,  I 
appurtenances,  extensions  and  improvements,  said  lien  to  be  effected  ;.s  here-/ 
inaf  ter  provided  ;  ^ 

(3)  By  all  currency  purchased  with  the  proceeds  of  drafts  against  the  credit 
of  $5(X),()(X)  mentioned  in  Article  First  above,  such  currency  to  be  held  as  col- 
lateral until  said  credit  shall  be  fully  liquidated  or  to  be  used  for  the  purchase 
of  exchange  foiv  remittance  to  the  credit  of  the  Exchange  Fund  mentioned  in 
the  Currency  Bill,  or  otherwise  to  be  disposed  of  as  provided  by  said  currency 
bill ; 

(4)  By  the  claims  of  the  Republic  against  the  Ethelburga  Syndic:; te,  Lim-i 
ited,  of  London,  especially  against  any  moneys  deposited  by  said  Ethelburga 
Syndicate  with  the  Anglo-South  American  Bank,  Limited,  or  elsewhere;  also  I 
by  any  funds  to  which  the  Republic  may  become  entitled  by  reison  of  said; 
claims  or  by  reason  of  any  settlement  with  the  Ethelburga  Syndicate,  Limited,  j 
or  with  the  holders  of  the  1909  bonds  of  the  Republic,  and  by  any  securities! 
which  may  be  acquired  by  means  of  any  such  funds,  including  any  1909  bonds  j 
acquired  under  such  settlement. 

Seventh.  The  Republic  hereby  agrees  to  repay  on  or  before  October  fifteenth, 
one  thousand  nine  hundred  twelve,  all  loans  which  may  be  made  heieunder, 
together  with  interest  and  commissions  as  aforesaid,  and  the  expenses  men- 
tioned in  Article  Eighteenth  below.  The  Bankers  agi-ee,  however,  tli^'t  if  the 
Finance  Minister  shall  so  request,  they  (the  Bankers)  will  on  October  15, 
1912  renew  any  part  of  said  loans  and  any  "Treasury  Bills"  remaining  un- 
paid at  that  date  and  extend  the  payment  of  any  interest  and  commissions 
then  due  and  of  the  expenses  mentioned  in  Article  Eighteenth  below ;  such  , 
renewal  and  e;{tension  to  be  for  a  i)eriod  not  exceeding  one  year  from  said 
October  fifteenth,  one  thousand  nine  hundred  twelve.  The  Bankers  also  agree 
that  upon  the  request  of  the  Minister  of  Finance  they  will  extend  for  a  like 
period  the  time  during  which  drafts  may  be  drawn  against  the  credit  men- 
tioned in  Article  First  above,  provided,  however,  that  notwithstanding  said 
due  date  or  any  extensions  thereof  all  of  said  loans,  including  interest,  com- 
missions and  expenses  and  including  "Treasury  Bills,"  shall  become  imme- 
diately payable  whenever  funds  of  the  Repuhlic  shall  become  available  for 
their  liquidation  as  follows: 

1.  All  drafts  on  the  credit  of  $500,000,  including  interest  on  said  drafts  and 
the  Bankers'  commission  of  one  per  centum  (1%)  above  mentioned,  shall,  upon 
the  surrender  of  said  drafts  to  the  trustee,  depositary  or  cutodian  of  the  Ex- 
change Fund  mentioned  in  the  Currency  Bill  above  referred  to,  be  paid  to  the 
Bankers  out  of  the  available  moneys  in  said  Exchange  Fund  when,  as  and  ta 
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the  extent  that  said  Fund  may  be  replenished,  and  the  present  agreement  sliall 
be  sufficient  authority  to  such  trustee,  depositary  or  custodian  for  the  making 
of  such  payments  upon  the  surrender  of  said  drafts  as  aforesaid. 

2.  In  case  the  Bankers  shall  purchase  twelve  million  dollars  par  value  of 
bonds  of  the  Republic  as  contemplated  in  a  contract  iK^tween  them  and  the 
Republic  known  as  "  Bond  Purchase  Contract,"  dated  ^September  hist,  one 
thousand  nine  hundred  eleven,  all  loans  hereunder  so  far  as  then  made,  together 
with  interest,  commissions  and  expenses  as  aforesaid,  shall  be  immedi;itely 
paid  out  of  the  proceeds  of  said  bond  sale,  and  the  obligation  of  the  B.-ukers 
to  make  any  further  loans  hereunder  or  to  extend  any  loans  then  already  made 
shall  cease. 

3.  Whenever  any  shares  of  stock  of  the  Rei)ublic  in  the  railway  and  steam- 
ship company  mentioned  in  Article  Twelfth  below  shall  be  sold  ail  lo:ins  here- 
under so  fnr  as  then  made,  together  with  interest,  conunissions  and  expenses 
as  aforesaid,  shall  be  immediately  rei>aid  out  of  the  proceetls  of  such  sale,  and 
the  obligation  of  the  Bankers  to  make  any  further  loans  hereunder  or  to  extend 
loans  then  already  made  shall  cease. 

4.  Whenever  any  moneys  shall  be  recovered  by  reason  of  the  Government's 
claims  .-g.-'inst  the  Ethelburga  Syndicate.  Limited,  of  London,  all  loans  here- 
under .«(•  fiir  as  then  made  logetlier  with  iutejtst.  commissions  and  exjuMises  as 
.nforesnid.  sliall  be  innuediately  paid  out  of  the  proceeds  of  such  recoveries  so 
far  as  the  sj^nie  mny  be  sivailable  for  that  purpoi^e,  and  the  obligation  of  the 
B.-inkers  to  mnke  further  loans  hereimder  or  to  extend  any  loans  the:i  :'l»eady 
made  shall  ce;ise.  r>"(-vided  neverthrk'^s  that  if  the  lonns  made  and  thus  repaid 
shall  be  less  than  the  maximum  stipulated,  and  if  the  Republic  shall  still  re- 
quire the  balance  of  such  maxinuim  for  the  purposes  hereinbefore  expressed, 
the  obligation  of  the  Bankers  to  loan  such  balance  shall  continue. 

The  Republic  hereby  agrees  that  in  order  to  permit  the  payments  mentioned 
in  p:ir:!graphs  2  ;nul  4  i>bo\e  to  be  m:ule  as  herein  contemplated  and  rlso  in 
order  to  provide  for  any  additional  funds  for  -i-rrency  purpo.ses  or  for  budget 
exj»enses  it  will,  at  the  request  of  the  I'ankers,  agree  to  srcl:  changes  r?  the 
Bankers  mny  deem  necessary  or  rsdvi.sable  in  a  certain  contract  to  which  the 
Republic,  the  Bankers  and  the  United  States  Mortgage  &  Trust  Company  as 
Trustees  are  parties,  known  as  "Trust  and  Pascal  Agency  Contract."  dated  Sep- 
tember first,  one  thousand  nine  hundred  eleven. 

Notwithstanding  the  provisions  hereinbefore  contained  as  to  the  due  dates 
of  the  lonns  to  be  made  hereunder  and  as  to  the  extensions  thereof,  if  tho  Re 
public  shall  at  any  time  fail  in  the  performance  of  any  of  the  obligations 
assumed  by  it  under  this  agreement  or  under  the  "Treasury  Bills  Agreement" 
of  September  1,  1911.  or  if  it  shall  fail  to  perform  any  of  the  conditions  herein 
set  forth,  all  ')f  said  loans,  including  interest,  commissions  and  expenses  as 
aforesnid,  sh;^ll  thereupon  inunediately  become  due  and  payable. 

Eighth.  Any  mention  herein  of  loan  shall  be  understo(xl  to  include  the  credit 
mentioned  in  Article  First,  the  loan  mentioned  in  Article  Fourth  ;nid  all  drafts 
pnid  by  the  Bankers  hereunder;  and  any  mention  herein  of  repayment  of  or 
security  for  said  lorns  shall  be  understood  to  include  interest.  Bankers"  com- 
missions and  the  expenses  mentioned  in  Article  Eighteenth  below. 

Ninth,  The  loans  to  be  made  hereunder  and  the  Bankers'  obligation  to  con- 
tinue honoring  drafts  as  herein  provided  or  to  extend  the  date  of  maturity  of 
snid  loans  ;ire  expressly  subject  to  the  following  conditions: 

(1)  That  the  Republic  shall  modify  its  ju'esent  jinnual  budget  so  as  to  effect 
a  net  ainiual  saving  of  Five  nnllion  five  hundred  thousjind  (5.500.000)  "pesos," 
such  modifications  to  be  made  generally  on  the  lines  suggested  heretofore  by 
Messrs.  Fr;>ncis  Cajiel  Harrison  and  Charles  A.  Conant; 

(2)  Th.'it  so  long  as  any  of  the  loans  to  be  made  hereunder  .shall  remain 
uni)aid  neither  the  current  revenues  of  the  Republic  nor  the  proceedr,  of  said 
loans  shall  except  with  the  consent  of  the  Bankers  be  used  to  pay  any  local 
or  other  lo;ins  of  the  Rci)ubiic; 

(3)  That  any  moneys  which  the  Republic  may  receive  througli  the  s:ile  or 
roliection  of  ceitain  drafts  representing  a  total  of  about  $(550,000  recently  re- 
ceived by  the  Kejaiblic  in  connection  with  certain  (Government  concessions 
commonly  known  as  "  Deitrich  concessions."  shall,  to  the  extent  of  .$.")(M).0<)0  or 
such  lesser  sum  as  may  be  necessary  or  available,  be  used  for  and  applied  by 
the  Repnblic  to  the  payment  of  its  present  liabilities,  esiieclally  its  indebted- 
ness to  local  bankers. 

(4)  That  pending  the  repayment  of  nil  loans  to  be  nuide  hereunder,  the  Re- 
jfublic  will  not,  except  with  the  consent  of  the  baiU^ers,  jtjiy  any  of  Its  pending 
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debts  except  current  expenses,  and  especially  no  war  debts,  and  that  all  claims 
in  connection  with  such  debts,  including  therein  those  already  certified  by  the 
Government  for  payment,  shall  be  referred  to  the  Mixed  Claims  Commission  at 

'(5)*Tliat  the  Republic  will  duly  and  faithfully  perform  all  its  undertakings 
under  the  present  contract  as  well  as  under  the  various  contracts  dated  Sep- 
tember 1,  15)11.  known,  respectively,  as  "Treasury  bills  agreement,"  "Trust 
jind  fiscal  agency  contracts,"  and  "  Bond  purchase  contract,"  and  their  various 
annexed  "  Schedules  "  ;  and 

(6)  That  as  soon  after  the  date  of  this  agreement  as  the  Collector-General 
of  Customs  can  make  the  necessary  arrangements,  the  customs  duties  re- 
ceivjible  by  the  liepublic  shall  be  collected  at  a  rate  of  exchange  which,  based 
upon  the  present  currency,  shall  be  equivalent  to  800,  instead  of  650  as  at  pres- 
ent; and  that  whenever  such  customs  duties  shall  be  pnid  or  become  pnyable  in 
the  new  currency  authorized  by  the  Currency  Bill  of  March  19th-20th,  1912, 
the  duties  then  collected  shall  be  upon  a  basis  which,  calculated  in  the  new 
currency,  shall  be  equivalent  in  gold  to  duties  payable  in  the  present  currency 
at  the  rate  of  exchange  of  800:  pending  a  scientific  revision  of  the  tariff,  to  be 
approved  by  the  Bankers,  the  customs  duties  shall  continue  to  be  collected  as 
aforesaid,  and  no  change  except  with  the  consent  of  the  Bankers  shall  be  made 
either  in  the  basis  of  collection  or  in  the  tariff  rates. 

In  consideration  of  the  loans  thus  to  be  made  by  the  Bankeis,  the  Republic 
agrees  as  follows : 

Tenth.  The  gold  treasury  bills  issued  under  the  provisions  of  the  "Treasury 
Bills  Agreement  "  of  Se.^tember  1,  1911  are  hereby  further  secured  and  are 
hereby  made  a  further  lien  and  charge  (1)  upon  the  Republic's  claims  against 
the  Ethelburga  Syndicate,  Limited,  especially  upon  any  moneys  deposited  by 
said  Ethelburga  Syndicate.  Limited,  with  the  Anglo-South  American  Bank, 
Limited,  or  elsewheie,  also  upon  any  funds  to  which  the  Republic  may  become 
entitled  by  reason  of  said  claims  or  by  reason  of  any  settlement  with  the 
P]thelbnrga  Syndicate,  Limited,  or  with  the  holders  of  the  1909  Bonds  of  the 
Republic,  and  upon  any  securities  wiiich  may  be  acquired  by  means  of  any 
such  furds,  including  any  1909  bonds  acquired  under  such  settlement,  and  (2) 
upon  all  existing  railway  and  steamship  lines  in  Nicaragua  owned  by  the 
Republic  and  upon  all  their  equipment,  appurtenances,  extensions  and  im- 
]>rovements,  this  lien  to  be  effected  in  the  manner  hereinafter  provided.  The 
lien  and  charge  upon  said  claims  and  properties  shall  be  subsequent  only  to  the 
first  lien  and  charge  upon  the  same  claims  and  proi)erties,  n\intioned  in  sub- 
divisions 2  and  4  of  Article  Sixth  above.  Notwithstanding  t'  e  creation  of  any 
liens  i)rovidel  hereunder,  the  railway  and  steamship  lines  may  with  the  con- 
sent of  the  Bankers  be  sold  by  the  Republic  free  and  clear  of  all  liens  and 
charges,  and  in  case  of  such  sale  the  proceeds  thereof  shall  be  disposed  of  as 
hereinafter  piovided,  and  for  this  purpose  it  is  exi)ressly  provided  that  the 
Bankers  may  at  any  time,  at  their  option,  waive  the  security  which  is  hereby 
constituted  in  favor  of  the  holders  of  said  gold  treasury  bills. 

Eleventh.  The  option,  secured  to  the  Bankers  under  paragraph  1  of  Article 
Eleventh  of  the  "  Treasury  Bills  Agreement."  to  declare  operative  contract 
"Schedule  B"  annexed  to  said  "Treasury  Bills  Agreement"  and  to  .purchase 
the  bonds  to  be  issued  under  the  provisions  of  said  contract  "  Schedule  B  " 
upon  the  terms  and  conditions  set  forth  in  agreement  "Schedule  X"  annexed 
to  said  "Treasury  Bills  Agreement"  shall  be  and  the  same  is  hereby  made  for 
six  months  instead  of  thirty  days.  For  the  purpose  of  making  said  extension 
effective  the  period  mentioned  in  section  6,  Article  Tenth  of  contract  "  Schedule 
B  "  is  likewise  made  six  months  instead  of  thirty  days.  Notwithstanding  the 
T>rovisions  of  this  Article  and  the  right  of  the  Bankers  to  utilize  the  entire 
option  period  of  six  months,  they  shall,  if  consistent  with  their  interests  and 
the  interests  of  the  Republic,  exercise  such  option  at  an  earlier  date,  provided  in 
their  opinion  the  circumstances  of  the  case  at  that  time  make  such  exercise 
expedient  or  advisable. 

Twelfth.  As  soon  as  practicable  after  the  execution  of  the  present  contract  ) 
the  Bankers  shall  cause  to  be  incorporated  under  the  laws  of  one  of  the  states 
of  the  Taiited  States  of  America  a  corporation,  hereinafter  called  the  "Com- 
pany," and  thereupon  the  Republic  shall  transfer  and  convey  to  said  Company 
all  of  its  railway  and  steamship  lines  in  Nicaragua  together  with  their  equip- 
ment, appurtenances,  extensions  and  improvements  and  shall  place  the  Com- 
pany in  possession  thereof.  The  name  of  said  Company,  the  amount  and  charac- 
ter of  its  capital  stock,  the  provisions  of  its  charter  and  by-laws,  and  generally 
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I  all  matters  relating  to  its  incorporation  and  organizaton  {^all  be  agreed  upon 
i  between  the  Executive  of  the  Republic  and  the  Rankers,  for  which  purpose  the 
Executive  shall  appoint  a  representative  in  the  United  States.  Simultaneously 
with  the  conveyance  of  said  railway  and  steamship  lines  as  aforesaid  the 
Executive  of  the  Republic  shall  execute  in  favor  of  said  Company  a  concession 
which  shall  have  reference  to  said  railway  and  steamship  lines  and  to  their 
extensions  and  branches.  Said  concession  shall  be  as  broad  as  may  be 
necessary  or  advisable  to  insure  tlie  full  utilization  and  enjoyment  of  Sitid  ines 
of  communication  and  of  their  appurtenances  and  shall  ccmtain  among  others 
the  following  provisions : 

(«  )  If  tlie  Company  shall  decide  to  extend  the  existing  railway  from  Corinto 
or  from  Chinandega  to  the  Gulf  of  Fonseca,  it  shall  construct  at  this  latter 
place  a  wharf  Jidequate  to  the  necessities  of  the  Republic. 

(b)  In  its  further  provisions  said  concession  shall  follow  the  general  lines 
which  were  adopted  by  the  Republic  in  connection  with  another  concession 
which  as  "  Schedule  D  *'  was  annexed  to  the  "  Treasury  Bills  Agreement "  be- 
tween the  Republic  and  the  Bankers  dated  September  1,  1911,  which  other  con- 
cession has  reference  to  the  railroad  from  the  Athintic  Coas^t  to  the  Great  Lakes. 
The  concession  so  to  be  granted  shall  contain  substantially  similar  provisions 
adapted  to  the  lines  now  in  question  rs  are  set  forth  in  the  following  articles 
and  sections  of  said  other  concession  above  mentioned,  to  wit : 

All  of  articles  Second,  Sixth,  Eighth,  Eleventh,  Twelfth,  Thirteenth.  Four- 
teenth. Sixteenth,  Seventeentli  and  Eighteenth;  also  sections  2,  3  and  7  of 
Article  Fifth,  sections  1,  2,  4,  and  6  of  Article  Seventh:  section  3  of  Article 
Ninth;  sections  2,  3,  4,  5  and  6  of  Article  Tenth;  section  2  of  Article  Fifteenth; 
also  the  following,  viz.;  Article  Third  in  so  far  as  similar  provisions  shall  apply 
to  new  constructions,  extensions  and  branches;  sections  1,  4  and  ~>  of  Article 
Fifth  in  so  far  as  similar  provisions  shall  apply  to  the  existing  lines,  to  exten- 
sions and  branches  thereof;  also  section  6  of  Article  Fifth.  {imi)lified  to  include 
existing  rights  of  way  and  the  enlargement  and  increase  thereof,  also  rights  of 
way  for  branches  and  extensions  of  said  lines;  also  section  3-A  of  Article 
Seventh;  also  section  3-B  of  said  Article  Seventh;  also  section  1  of  Article 
Ninth  in  so  far  as  similar  provisions  shall  apply  to  new  constructions,  exten- 
sions and  branches;  also  section  1  of  Article  Tenth,  except  that  during  the 
first  twenty  years  of  said  concession  in  maximum  rates  shall  be:  for  first-tlass 
passengers' 4  cents  per  mile,  for  second-class  ]);!ssengers  2*  cents  per  mile,  and 
for  merchandise,  exported  or  imported.  12  cents  per  mile  per  ton  of  2.()()0 
pounds,  weight  or  measurement,  said  rates  to  be  in  I'nited  States  Gold  Coin 
or  its  equivalent,  and  that  after  the  expiration  of  said  first  twenty  years,  said 
maxiiDum  rates  shall  be  H  cents.  3  cents  and  20  cents  gold  as  aforesaid,  re- 
spectively; also  section  1  of  Article  Fifteenth,  except  that  the  99  year  period 
shall  begin  from  the  date  of  said  concession. 

The  transfer  of  said  railway  and  steamship  properties,  the  granting  of  said 
concession,  the  recording  of  the  conveyances,  the  registration  of  the  Compjmy's 
charter,  and  generally  all  acts  necessary  or  incidental  to  the  carrying  out  of  the 
above  plan  shall  be  free  from  taxation  of  all  kinds. 

All  exiienses  incident  to  or  connected  with  the  incorporation  of  the  Com- 
pany, with  the  transfer  to  it  of  tlie  railway  and  steamship  lines,  and  generally 
with  its  organization,  shall  be  for  account  of  the  Company  and  shall  be  paid 
out  of  its  earnings,  but  the  Republic  hereby  guarantees  that  such  payment 
shall  be  made  on  or  before  October  fifteenth,  one  thousand  nine  hundred  twelve: 
it  is,  however,  agreed  that  if  the  Finance  Minister  shall  so  request,  the  due 
date  of  such  guaranty  shall  be  extended  for  a  period  not  exceeding  one  year 
from  said  October  15,^1912. 

Thibteenth.  The  capital  stock  of  said  company  shall  all  belong  to  the  Re- 
public and  the  shares  representing  .said  stock  shall  be  issued  to  such  i)ersons 
as  the  Executive  may  aplH)int.  and  when  so  issued  shall  be  endorsed  in  blank 
and  deriosited  with  the  Bankers  to  be  held  by  them.  (1)  as  collateral  security 
for  loan.s  referred  to  in  Articles  First  and  Fourth,  above,  and  in  order  to  give 
effect  to  the  provisions  of  Articles  Sixth,  paragraph  2,  above:  (2)  as  collateral 
security  for  the  gold  Treasury  Bills  as  provided  in  Article  Tenth  above;  (3) 
for  the  puriMjses  of  the  option  mentioned  in  Article  Fourteenth  below;  and  (4) 
for  the  pun>ose8  of  control  and  management   mentioned   n  Article  Fifteenth 

below.  J,     ,      ^ 

Fourteenth.  For  a  period  of  twelve  nionths  from  the  date  hereof,  also  dur- 
ing such  period  as  any  Treasury  Bills  i-emain  unpaid  and  also  until  the  ex- 
pin\,tl«»n  of  the  option  umlor  Artich>  Sixth  of  the  contract  of  September  1,  1911, 
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known  as  "  Bond  Purchase  Contract "  regarding  the  organizaton  of  a  railroad 
company  for  the  purpose  of  constructing  and  operating  a  railroad  from  some 
point  on  or  near  the  Atlantic  Const  to  the  Great  Lakes  of  Nicaragua,  and 
relative  to  the  acquisition  of  a  controlling  interest  in  said  railroad  company,  the 
Bankers  shall  have  the  right  at  their  option  to  purchase  and  the  Republic  \ 
hereby  agrees  at  the  request  of  the  Bankers  under  said  option  to  sell,  transfer, 
convey  and  assign  to  them  free  and  clear  of  any  and  all  liens,  charges  or 
encumbrances  51%  of  the  entire  capital  stock  of  the  railway  and  steamship 
company  hereinbefore  referred  to  for  the  price  of  one  million  dollars  United 
States  gold,  which,  when  paid,  shall  be  disposed  of  as  provided  in  Article 
Sixteenth  below,'*it  being  agreed  however  that  in  case  the  Bankers  shall  exer- 
cise said  option  and  shall  purchase  said  stock,  they  shall  advance  to  the  com- 
pany within  two  years  following  the  date  of  said  purchase  at  least  $500,000 
to  be  expended  on  extensions  and  improvements  of  said  railway  and  steamship 
lines,  said  advance  to  be  made  upon  the  issue  and  delivery  to  said  Bankers 
of  first  mortgage  6%  bonds  of  the  company  to  ffn  amount  which  at  85%  of 
their  pai;_value  shall  represent  the  sums  thus  advanced.  The  exercise  of  sfTtlt 
opHon~shall  be  by  notice  to  the  Republic  to  be  given  in  the  same  manner  as 
provided  in  Article  Thirteenth  of  the  Agreement  of  September  1,  1911,  known 
as  "  Treasury  Bills  Agreement."  in  which  case  the  Executive  shall  deliver 
to  the  Bankers  the  stock  so  purchased. 

In  case  the  Bankers  shall  exercise  the  above  option  and  in  case  the  Re- 
public shall  at  any  time  desire  to  dispose  of  all  or  any  part  of  its  remaining 
49%  of  stock  in  said  company,  it  shall  first  offer  the  same  to  the  Bankers,  who 
shall  have  the  right  at  their  option  at  any  time  within  thirty  days  after  such 
offer  to  purchase  the  same  or  any  part  thereof  at  the  same  price  and  upon  the 
s:une  terms  and  conditions  as  may  be  offered  by  other  intending  bona  fide 
purchasers. 

Fifteenth.  During  the  continuance  of  said  option  and  until  all  loans  made 
hereunder  shall  be  fully  repaid  the  Republic  shall  not  sell  nor  otherwise  dispose 
of  its  shares  in  the  company:  pending  such  option  and  repayment  the  railway 
and  steamship  lines  shall  be  managed  and  controlled  exclusively  by  the  Bankers, 
and  to  that  end  the  Republic  shall  authorize  the  Bankers  to  vote  all  the  shares 
of  stock  owned  by  it  and  shall  take  all  other  necessary  stei)s  to  secure  the 
election  as  directors  of  such  persons  as  the  Bankers  may  designate. 

The  gross  income  from  said  railway  and  steamship  lines  shall  be  applied,  first, 
to  the  expenses  of  said  company  and  to  the  maintenance,  operation,  better- 
ments and  improvements  of  the  lines;  and  the  balance,  if  any,  shall  be  paid 
to  the  Republic  as  dividends  upon  its  stock  so  long  as  the  Republic  shall  faith- 
fully comply  with  its  contracts  Avith  the  Bankers,  it  being  understood  that  in 
case  of  the  Republic's  failure  at  any  time  to  so  comply  said  dividends  shall  be 
paid  to  the  Bankers  on  account  of  such  sums  as  the  Republic  may  then  owe 
them. 

Sixteenth.  The  proceeds  of  any  sale  of  the  Republic's  shares  of  stock  in  the 
])roposed  railway  and  steamship  company  shall  be  applied  by  the  Bankers  as 
follows  and  in  the  following  order : 

1.  To  the  payment  of  overdue  interest,  if  any,  on  any  Treasury  Bills  then 
outstanding. 

2.  To  the  repayment  to  the  Bankers  of  the  expenses  mentioned  in  Article 
Eighteenth  hereof,  and  in  Article  Twelfth  of  the  Treasury  Bills  Agreement. 

3.  To  the  re])ayment  to  the  Bankers  of  such  portion  of  the  loan  of  $255,000 
mentioned  in  Article  Fourth  above,  as  may  up  to  that  date  have  been  advanced, 
together  with  interest  and  commissions  as  hereinbefore  i)rovided. 

4.  To  the  pajaiient  into  the  Exchange  Fund  under  the  Currency  Bill  herein- 
before mentioned  of  $500,000  or  such  portion  thereof  as  may  be  required  for 
the  purposes  of  said  Currency  Bill. 

5.  To  the  payment  of  loans  owing  by  the  Republic  to  local  bankers  which 
may  not  theretofore  have  been  liquidated,  as  provided  in  Article  Ninth,  para- 
graph 3  above,  or  otherwise. 

6.  To  the  Government  for  its  current  expenses  a  maximum  of  $200,000,  such 
payment  however  to  be  made  only  in  case  less  than  $500,000  shall  be  required 
for  the  Exchange  Fund  under  paragraph  4  of  this  Article:  the  sum  thus  to  be 
payable  to  the  Government  for  current  expenses  shall  be  taken  only  from  such 
difference  as  there  may  be  between  the  amount  required  for  the  purposes  under 
paragraph  4  above  and  the  $500,000  set  aside  therefor. 
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7.  Any  balance  shall  be  used  as  the  Minister  of  Finance  and  tbe  Bankers  may- 
agree. 

Seventeenth.  The  Republic  guarantees  that  not  more  than  48,000,000  pesos 
of  currency  are  outstanding ;  that  only  that  amount  of  currency  is  to  be  provided 
for  and  exchanged  under  the  Currency  Bill  of  March  ll>-20,  1912;  and  the 
liepublic  hereby  agrees  that  it  will  not  issue  nor  permit  the  issue  of  any  addi- 
tional currency  except  under  and  in  accordance  with  the  provisions  of  said 
Currency  Bill. 

Eighteenth.  The  Bankers  shall  be  repaid  all  expenses  incurred  by  them  on 
account  of  counsel  fees,  cabling,  traveling  expenses  and  generally  all  sums 
expended  in  connection  with  the  matters  covered  by  this  agreement  or  in  con- 
nection with  the  incorporation  and  organization  of  the  railway  and  steamship 
company,  but  no  compensation  shall  be  paid  to  the  Bankers  for  their  services 
except  the  one  per  cent,  commission  pn  drafts  paid  by  them  as  above  provided. 
Said  expenses  except  as  hereinbefore  provided  shall  be  repaid  by  the  Republic 
out  of  its  general  revenues*  not  later  than  Octoljer  15,  1912,  and  shall  be  paid 
prior  thereto  in  case  the  Bankers  shall  sooner  purchase  the  bond  issue  above 
mentioned,  or  in  case  the  railway  and  steamship  company  shares  of  the  Republic 
shall  sooner  be  sold,  or  in  case  any  amounts  shall  sooner  be  collected  on  account 
of  the  claims  against  the  Ethelburga  Syndicate :  in  any  of  the  cases  mentioned 
said  expenses  shall  be  immediately  paid  out  of  the  proceeds  of  any  such  sale 
or  collection. 

Nineteenth.  The  Republic  shall  at  the  request  of  the  Bankers  execute  any 
further  instruments  public  or  private  which  in  the  opinion  of  said  Bnnkers 
may  be  necessary  or  desirable  in  order  to  more  fully  evidence  or  effect  the  liens, 
charges  and  encumbrances  constituted  or  intended  to  be  constituted  hereunder. 

Twentieth.  This  agreement  shall  be  deemed  to  be,  and  shall  be  construed  as, 
a  New  York  contract.  Its  provisions  shall  apply  to  and  in  respect  of  the  firms 
of  bankers  constituting  the  parties  of  the  second  part,  as  such  firms  shall  from 
•time  to  time  be  constituted,  without  reference  to  any  change  of  membership. 

Twenty-first.  This  agreement  shall  bind,  and  is  for  the  exclusive  benefit  of, 
the  parties  hereto:  nothing  herein  contained  shall  be  deemed  or  construed  as 
creating  any  trust  or  obligation  in  favor  of,  or  as  conferring  any  privilege  or 
benefit  whatsoever  upon,  any  creditor  of  the  Republic  or  any  person  or  corpo- 
ration claiming  to  be  such  creditor. 

Twenty-second.  All  the  options  granted  hereunder  to  the  parties  of  the 
second  part  are  intended  for  their  joint  benefit,  and  in  each  case  such  options 
shall  be  exercised  jointly  by  both  firms,  except  that  if  in  the  case  of  any  par- 
ticular option  either  of  said  firms  shall  elect  not  to  avail  itself  of  the  option 
privileges  such  option  may  be  exercised  by  and  shall  inure  to  the  benefit  of  the 
other  firm. 

In  witness  whereof  the  Republic  has  caused  this  agreement  to  be  subscribed 
on  its  behalf  by  Dr.  Salvador  Castrillo,  Jr.,  Envoy  Extraordinary  and  Minister 
Plenipotentiary  of  the  Republic  of  Nicaragua  near  the  (lovernment  of  the 
United  States,  and  said  Brown  Brothers  &  Company  and  J.  &  W.  Seligman  & 
Company  have  hereunto  set  their  hands  and  seals  the  day  and  year  first  above 
written.     This  contract  is  executed  in  quintuplicate. 

(Signed)  Salvador  Castrillo,  h. 

(Signed")  Brown  Brothers  &  Co.     \u  s.] 

(Signed)  J.  &  W.  Seligman  &  Co.     [l.  s.] 

The  Chairman.  Have  you  in  your  possession  a  copy  of  the  cur- 
rency law  of  March  20,  1912? 

Mr.  Mallet-Prevost.  Yes. 

The  Chairman.  Have  you  it  with  you? 

Mr.  Mallet-Prevost.  I'  have  not  it  here,  but  I  should  be  glad  to 
send  it.     Have  you  Mr.  Conant's  printed  report? 

Senator  Hitchcock.  Yes;  I  have  a  copy. 

Senato^r  Smith  of  Michigan.  I  think  most  of  us  have  it. 

Mr.   Mallet-Prevost.  It  is  in   that. 

The  Chairman.  Very  well,  there  will  be  no  need  of  sending  for  it. 

Mr.  Mallet-Prevost.  In  addition  to  that,  the  bankers  undertook 
to  lend  Nicaragua  $255,000  more  at  the  rate  of  $30,000  a  month  for 
its  current  expenses,  and  there  were  no  treasury  bills  or  anything 
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issued  in  representation  of  those  loans.  It  was  simply  that  the  bank- 
ers agreed  to  make  them  and  Nicaragua  agreed  to  repay  them,  and 
they  were  to  draw  6  per  cent  interest. 

Senator  Smith  of  Michigan.  Annually? 

Mr.  Mallet- Prevost.  Six  per  cent  interest  annually.  The  loan 
was  secured  also  by  the  customs,  and  by  the  existing  railroad  that 
belongs  to  the  Government,  running  along  the  Pacific  coast.  And 
in  consideration  of  the  bankers  making  that  agreement  at  that  time 
the  Government  gave  the  bankers  an  option  to  purchase  a  51  per  cent 
interest  in  the  railroad  for  $1,000,000. 

Senator  Smith  of  Michigan.  That  is  an  additional  consideration 
to  the  6  per  cent  they  got  on  their  loan? 

Mr.  Mallet- Pee vosT.  Yes. 

Senator  Hitchcock.  What  was  the  amount  of  that  supplementary 
loan? 

Mr.  Mallet-Prevost.  $755,000. 

Senator  Hitchcock.  Payable  $30,000  a  month? 

Mr.  Mallet- Prevost.  No;  $500,000  was  a  credit  which  would  be 
drawn  on  only  if  required  for  the  currency,  and  interest  was  to  be 
paid  if  it  was  drawn,  and  not  otherwise.  And  $255,000  was  for  the 
Government's  expenses,  to  be  drawn  at  the  rate  of  $30,000  a  month. 

(Copies  of  letters  from  the  bankers  to  the  Secretary  of  State  dated 
February  21,  1912,  and  April  2,  1912,  relating  to  the  supplemental 
loan,  appear  in  the  appendix.) 

Senator  Hitchcock.  Now,  yon  are  going  to  trace  the  course  of 
that  loan? 

Mr.  Mallet-Prevost.  Yes ;  what  was  done.  The  bankers,  as  I  say^ 
were  given  an  option  to  purchase  for  $1,000,000,  51  per  cent  interest 
on  the  then  existing  railroad,  and  it  was  agreed  that  that  railroad 
should  be  transferred — the  title  was  in  the  Government — that  it 
should  be  transferred  to  an  American  corporation  which  should  be 
formed^  and  the  stock  of  that  corporation  should  be  pledged  w^ith  the 
bankers  as  additional  security  for  this  $755,000 ;  also  that  the  bankers 
should  undertake  the  management  of  that  railroad  for  the  benefit  of 
Nicaragua,  not  as  owners  of  the  stock,  but  as  managers  of  the  road. 

Senator  Smith  of  Michigan.  Was  that  done? 

Mr.  Mallet-Prevost.  Yes. 

Senator  Smith  of  Michigan.  And  all  those  conditions  were  met? 

Mr.  Mallet-Prevost.  Yes;  carried  out. 

(Copy  of  the  conveyance  and  of  the  concession  from  the  Republic 
to  Ferrocarril  del  Pacifico  de  Nicaragua,  both  dated  June  19,  1912, 
appear  in  the  appendix.) 

Senator  Smith  of  Michigan.  Under  what  law  was  the  railroad 
company  organized? 

Mr.  Mallet-Prevost.  Under  the  laws  of  the  State  of  Maine.  I 
am  coming  to  that  a  little  later. 

Senator  Smith  of  Michigan.  Just  before  you  leave  that,  Avas  all 
of  the  stock  of  the  railroad  company  then  hypothecated  or  deposited 
in  escrow? 

Mr.  Mallet-Prevost.  It  was  deposited  with  the  bankers. 

Senator  Smith  of  Michigan.  All  of  the  stock  ? 

Mr.  Mallet-Prevost.  Except  a  few^  qualifying  shares. 

Senator  Smith  of  Michigan.  51  per  cent  or  49  per  cent  ? 

Mr.  Mallet-Prevost.  All. 
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Senator  Smith  of  Michigan.  Except  a  few  qualifying  shares  for 
directors  ? 

Mr.  Mallet- Prevost.  Yes. 

Secretary  Bryan.  But  the  option  was  only  on  51  per  cent? 

Mr.  Mallet-Prevost.  Only  on  51  per  cent  for  $1,000,000. 

Senator  Smith  of  Michigan.  That  is,  there  was  a  further  option 
that  in  the  event  of  its  being  sold  to  anyone  it  should  be  first  offered 
to  the  bankers  ? 

Mr.  Mallet-Prevost.  Yes ;  if  the  Government  at  any  time  w^anted 
to  sell  the  other  49  per  cent,  the  bankers  should  have  the  preference. 

Senator  Smith  of  Michigan.  They  should  first  offer  it  to  the 
bankers,  and  that  should  run  through  the  life  of  the  contract? 

Mr.  Mallet- Prevost.  Yes. 

Secretary  Bryan.  But  with  no  fixed  option? 

Mr.  Mallet-Prevost.  No. 

Senator  Smith  of  Michigan.  With  no  fixed  option,  but  the  bankers 
were  to  have  the  preference? 

Mr.  Mallet-Prevost.  Exactly. 

Senator  Hitchcock.  Now,  will  you  please  trace  this  loan?  I 
should  like  to  see  about  that. 

Mr.  Mallet-Prevost.  Before  tracing  that  loan,  because  that  is  a 
pretty  complicated  thing  and  involves  other  contracts,  can  I  go  now 
into  the  Ethelburga  matter? 

Senator  Hitchcock.  Will  you  not  say,  in  short,  then — did  they  not 
require  this  additional  $500,000  as  a  reserve  against  the  currency  ? 

Mr.  Mallet-Prevost.  They  required  that  and  a  great  deal  more. 

Senator  Hitchcock.  And  they  required  $255,000  for  expenses? 

Mr.  Mallet-Prevost.  Thev  did,  and  a  great  deal  more.  They  got 
it  all. 

Senator  Hitchcock.  So  that  the  result  was  that  this  whole  loan 
was  advanced,  $755,000,  and  was  not  paid,  and  the  result  of  the  non- 
payment was  that  the  bankers  secured 

Mr.  Mallet-Prevost.  Oh,  no;  it  was  finally  paid.  There  was  an 
adjustment  and  new  contracts  made.  The  only  way,  Senator,  in 
which  you  can  get  that  thing  straight  is  just  to  follow  the  chrono- 
logical order  of  the  contracts. 

Senator  Hitchcock.  The  purchase  outright  of  51  per  cent  was  for 
$1,000,000? 

Mr.  Mallet-Prevost.  That  was  carried  out  later;  only  last  Oc- 
tober. 

Senator  Hitchcock.  So  that  Nicaragua  only  got  that  $1,000,000 
last  October? 

Mr.  Mallet-Prevost.  That  is  correct. 

Senator  Hitchcock.  Why  was  Nicaragua  under  the  necessity  last 
October  of  borrowing  another  million  dollars? 

Mr.  Mallet-Prevost.  Oh,  bless  my  soul,  she  was  hungry  for  money 
all  the  time,  and  in  the  meantime  a  revolution  had  come  on  down 
there.  Things  were  in  a  frightful  condition.  Another  of  the  provi- 
sions of  the  supplementary  loan  contract  of  March  26.  1912,  was  that 
the  bankers  on  behalf  of  Nicaragua  should  take  up  the  negotiations 
of  settlement  with  the  Ethelburga  Syndicate,  and  that  brings  me 
to  that  subject. 

Senator  Smith  of  Michigan.  Right  on  that  subject,  I  want  to  offer 
the  Ethelburga  agreement. 
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Senator  Root.  Let  him  go  on  and  make  his  statement. 

Senator  Smith  of  Michigan.  I  will,  but  I  want  to  offer  this.  The 
Ethelburga  agreement  is  printed  in  Memoria  de  Hacienda  y  Credito 
Publico. 

Senator  Hitchcock.  Can  we  not  put  that  in  later? 

Senator  Smith  of  Michigan.  Yes;  we  can  put  it  in  later,  but  I 
would  like  to  have  it  identified  by  the  witness,  if  possible. 

Mr.  Mallet-Pkevost.  I  have  copies  which  I  was  going  to  put  in 
myself. 

The  Chairman.  Proceed.  I  hope  you  will  be  permitted  to  go  on 
with  the  chronological  order  of  these  events  from  the  start. 

Mr.  Mallet- Pre vosT.  I  thank  you  very  much.  I  will  give  you  a 
little  history  of  the  Ethelburga  matter,  and  in  that  connection  I 
desire  to  state  that  when  Brown  Bros,  and  Seligman  first  became  in- 
terested in  Xicaraguan  affairs  we  were  faced  with  this  Ethelburga 
situation.  I  at  that  time  made  a  study  of  the  legal  aspects  of  the 
situation,  which  I  embodied  in  a  memorandum  which  I  have  before 
me  and  which  I  will  file  with  the  committee. 

Senator  Smith  of  Michigan,     Give  the  date  of  it. 

Mr.  Mallet- Prevost.  There  is  no  date  to  the  memorandum;  it 
was  gotten  up  in  1911. 

(The  Elthelburga  agreements  referred  to  by  Mr.  Mallet-Prevost 
are  as  follows:) 

CoNTRATQ  Principal. 

THE  REPUBLIC  OF  NICARAGUA. 

Agreement  relating  to  a  proposed  issue  of  gold  bonds  of  the  Republic  of 
Nicaragua.  f^'   ''"     '-     '■  '':  ^  ': 

Between  the  Government  of  the  Republic  of  Nicaragua  (hereinafter  called 
"the  Government")  represented  jointly  by  Senor  Don  Crisanto  Medina,  resi- 
dent in  Paris  and  diplomatic  minister  of  the  said  Republic,  and  Senor  Don 
Angel  Caligaris,  now  resident  in  Paris,  acting  in  pursuance  of  the  law  of  the 
National  Legislative  Assembly  of  the  said  Republic  of  the  5th  September, 
1908,  ratified  by  the  executive  power  on  the  11th  of  September  of  the  said  year, 
and  by  virtue  of  powers  of  attorney  given  to  them,  respectively,  on  the  19th 
day  of  September,  1908,  the  16th  day  of  September,  1908,  minister  of  finance 
and  public  credit  of  the  Government  of  the  Republic  of  Nicaragua,  and  with 
the  approval  of  the  executive  power  of  the  said  Republic,  of  the  one  part,  and 
the  Ethelburga  Syndicate  (Ltd.),  of  84  Bishopsgate  Street,  Within,  London, 
E.  C.  (hereinafter  called  "the  syndicate"),  of  the  other  part:  Whereas  the 
Government  proposes  to  make  an  issue  of  gold  bonds,  now  it  is  hereby  agreed 
between  the  parties  hereto  as  follows: 

I.  The  Government  hereby  grants  to  the  syndicate  the  right  to  make  or  cause 
to  be  mai^.e  a  public  issue  of  the  said  gold  bonds. 

The  bonds  shall  bear  interest  at  the  rate  of  6  per  cent  per  annum  on  their 
nominal  value,  and  the  nominal  amount  of  the  issue  will  be  £1,250,000.  The 
loan  shall  be  represented  by  bonds  of  such  denominations  as  the  syndicate  shall 
require.  Bonds  of  this  issue  of  the  nominal  amount  of  £500,000  shall  be  re- 
served for  the  redemption  and  conversion  of  the  outstanding  bonds  of  the 
English  loan  of  1886  and  the  New  Orleans  loan  of  1904.  The  proceeds  of  the 
issue  of  the  remaining  bonds  are  destined  to  provide  funds  for  the  construction 
of  the  railway  from  the  Great  Lake  of  Nicaragua  to  the  Atlantic  Ocean  and 
other  public  works  of  general  interest. 

III.  The  bonds  will  be  payable  to  bearer  and  printed  in  English  and  French. 
They  shall  be  accepted  by  all  the  fiscal  agencies  of  the  Republic  as  equivalent 
to  c;;sh  to  the  full  extent  of  their  nominal  amount  for  the  purpose  of  caution 
money  or  as  a  deposit  of  security  required  by  the  Government,  provided,  always, 
tht^t  such  caution  or  deposit  moneys  do  not  relate  to  the  payment  of  taxes  or 
fiscal  revenues  and  also  that  the  bonds  of  this  issue  shall  not  be  accepted  in 
nr-yment  of  the  purchase  price  of  national  property. 
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IV.  The  interest  on  the  bonds  shall  be  payable  in  pounds  sterling  on  pre- 
sentation of  the  corresponding  coupon  half-yearly  on  the  1st  January  and  the 
1st  July  in  each  year. 

V.  The  principal  and  interest  of  the  bonds  shall  be  paid  at  the  otRce  of  the 
bank  charged  with  the  service  of  the  loan  (hereinafter  called  "the  bank"), 
or  at  its  agencies  duly  appointed  for  that  purpose. 

VI.  The  repayment  of  the  whole  loan  will  be  effected  within  a  maximum 
period  of  35  years,  by  the  operation  of  an  accumulative  sinking  fund  as  here- 
inafter provided.  The  sinking  fund  will  be  applied  by  means  of  purchases  in 
the  market  by  the  bank,  if  bonds  be  obtainable  under  par.  or  of  drawing  by 
lot  if  the  price  be  at  or  above  par.  In  the  latter  case  the  drawing  shall  take 
place  in  the  month  of  October  in  each  year,  in  the  presence  of  a  notary  public 
and  of  a  representative  of  the  Government,  if  the  Government  shall  so  desire. 
The  numbers  of  the  bonds  drawn,  and  also  the  numbers  of  all  bonds  purchased 
for  cancellation,  together  with  a  copy  of  the  notrrial  certificate  of  the  drawing, 
shall  be  published  without  delay,  in  newspapers  appearing  in  the  cities  of 
London  and  Paris,  and  in  such  countries  as  may  be  appointed,  and  the  bonds 
drawn  shall  be  payable  in  sterling  at  par  on  the  first  January  following.  The 
interest  on  such  bonds  shall  cease  to  run  from  the  date  on  which  the  principal 
is  payable,  and  might  have  been  received  had  such  drawn  bonds  been  presented. 
All  bonds  presented  for  payment  must  be  furnished  with  all  coupons  not 
matured  at  the  date  fixed  for  the  redemption.  In  case  any  of  such  coupons 
are  missing,  their  amount  shall  be  deducted  from  the  nominal  amount  of  the 
bond  payable  to  the  holder.  Te  redemption  of  the  bonds  by  the  application 
of  the  sinking  fund,  as  herein  provided,  shall  commence  on  the  1st  day  of 
January,  1910,  and  be  continued  in  every  year  whilst  there  are  any  bonds  of 
this  issue  outstanding. 

VII.  The  coupons  matured  and  paid,  and  also  the  bonds  drawn  and  paid, 
or  purchased  in  the  market  as  aforesaid,  with  the  unmatured  coupons  attached 
thereto,  shall  be  canceled  and  held  by  the  bank  at  the  disposal  of  the  Gov- 
ernment. 

VIII.  The  amount  necessary  for  the  service  of  the  loan  shall  be  provided 
by  the  Government  in  the  manner  following,  that  is  to  say :  In  each  year, 
whilst  any  of  the  bonds  are  outstanding,  the  Government  will  pay  to  the 
bank,  at  its  principal  office  in  Europe  or  its  agents  in  Nicaragua,  through  the 
English  or  American  companies,  which  prior  to  the  execution  of  the  general  bond 
of  this  loan  are  to  be  incorporated,  and  have  vested  in  them  the  concessions  and 
businesses  now  belonging  to  La  Compama  de  Aguardiente  Limitada  de  Nica- 
ragua and  El  Sindicado  de  Tabaco  Limitado  de  Nicaragua,  an  annuity  of 
£87,500,  payable  in  12  equal  monthly  installments,  on  the  5th  day  of  each 
calendar  month.  The  Government  will  procure  that  the  said  companies  shall 
simultaneously  with  the  execution  of  the  general  bonds  of  this  loan  enter  into 
agreements  with  the  bank,  and  respectively  covenant  with  it  to  pay  to  it,  in 
respect  to  the  said  annuity  of  £87,500.  the  respective  amount  of  £70,000,  pay- 
able by  La  Companla  de  Aguardiente  Limitada  de  Nicaragua,  and  £17,500.  i)ay- 
able  by  El  Sindicado  de  Tabaco  Limitado  de  Nicaragua.  Should  the  total 
amount  of  bonds  actually  issued  be  less  than  £1,250,000,  then  and  in  such 
ease  the  said  respective  sums  of  £87,500,  £70,000,  and  £17,500  shall  be  reduced 
to  a  sum  which  shall  bear  the  same  proportion  to  the  total  nominal  amount 
of  the  bonds  actually  issued  as  the  said  sums  of  £S7,5CX),  £70,000,  and  £17.500 
bear  to  £1,250,000.     Should  default  at  any  time  be  made  by  the  said  two  com- 

,  panies  in  the  payment  of  any  of  the  said  monthly  installments  the  Government 
will,  within  14  days  after  the  due  notice  on  which  such  i)ayments  should  have 
been  made,  provide  the  necessary  funds  from  the  general  revenues  of  the 
Reiaiblic  and  i>ay  the  same  to  the  bank  at  its  principal  office  in  Europe.  The 
said  annuity  shall  be  applied  first  in  payment  of  the  interest  on  all  bonds  of 
this  issue  in  circulation,  and  the  balance,  less  a  payment  to  the  bank  of 
1  per  cent,  as  provided  in  clause  20  hereof,  shall  constitute  the  accumulative 
sinking  fund. 

IX.  As  security  for  the  due  and  punctual  payment  of  the  said  annuity  the 
Government  will  irrevocably  designate  and  hyi)<)tliecate.  as  a  first  charge  and 
until  the  complete  repayment  of  all  the  i>rii»cipal  and  interest  of  the  loan,  the 
following  revenues  and  resources  of  the  Uei>ublic,  videlicet  : 

^\      1.  All    the  moneys  ])ayable  to  the  (Jovernment    in  respect   of  the  conce.ssl<»n 
^granted  for  the  monopolies  of  the  sale  of  licpior  and  tobacco  in  the  Kei)nblic 
now  belonging  to  the  said  La  Compafifa  de  Aguardiente  Limitada  de  Nicaragua 
land  El  Sindicado  de  Tabaco  Limitado  de  Nicaragua,  respectively. 
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2.  The  railway  already  constructed  and  now  in  course  of  construction  from 
the  Great  Lake  of  Nicaragua  to  the  Atlantic  Ocean,  which  is  intended  to  be 
completed  out  of  the  proceeds  of  the  present  loan. 

3.  The  Pacific  Railway  and  the  steamboats  plying  on  the  lakes  of  Nicaragua. 

4.  All  the  securities  which  are  at  present  subject  to  the  outstanding  bonds 
of  the  English  loan  to  the  Republic  of  the  17th  December,  1886,  as  modified 
on  the  12th  September,  1895,  and  of  the  American  loan  of  4th  April,  1904,  as 
soon  as  such  bonds  with  the  interest  thereon  shall  have  been  redeemed. 

5.  All  the  customs  duties  levied,  imposed,  or  receivable  by  the  Government 
In  the  event  of  the  sums  received  from  the  securities  so  hypothecated  as 

aforesaid  being  insufficient,  the  Government  will  duly  provide  the  necessary 
funds  from  the  general  revenues  of  the  Republic. 

X.  Thirty  days  after  funds  have  been  paid  to  the  agents  in  Nicaragua  of 
the  bank,  or  upon  their  receipt  at  the  principal  office  of  the  bank  in  Europe, 
the  same  shall  be  placed  to  the  credit  of  a  loan  account  with  the  bank,  and 
this  account  shall  be  debited  15  days  before  the  dates  fixed  for  payment  with 
the  sums  necessary  half  yearly  for  the  purpose  of  interest  and  amortization. 
The  account  shall  bear  interest  in  favor  of  the  Government  at  the  rate  of  1 
per  cent  under  Bank  of  England  rate.  A  copy  of  the  said  accomit  shall  be 
furnished  to  the  Government  by  the  bank  in  January  and  July  of  each  year. 

XI.  The  general  bond,  the  provisional  certificates,  and  the  definitive  bonds 
shall  be  in  such  form  as  the  syndicate  may  require  and  shall  be  signed  on 
behalf  of  the  Government  by  the  duly  authorized  representative  of  the  Govern- 
ment and  be  delivered  as  soon  as  practicable.  The  general  bond,  provisional 
certificates,  and  definitive  bonds  shall  be  deposited  at  the  office  of  the  bank 
and  delivered  to  the  syndicate  as  in-ovided  for  in  the  next  following  clause. 

XII.  The  bonds  to  be  issued  shall  bear  interest  on  their  nominal  nmoiuit  at 
the  rate  of  6  per  cent  per  annum,  and  the  nominal  amount  of  the  loan  shall 
be  £1,250,000.  The  syndicate  shall  with  the  bonds  and  the  proceeds  of  the 
public  issue  thereof  discharge  the  loans  to  the  Government  of  £50,000  and 
£2,300  made  by  the  London  Bank  of  Mexico  and  South  America  (Ltd.)  and 
the  syndicate,  respectively,  with  interest  thereon,  and  arrange  the  redemption 
or  conversion  of  the  existing  English  loan  of  1886  and  New  Orleans  loan  of 
1904  and  provide  the  Government  with  the  sum  of  £510.000  in  cash.  The 
provisional  certificates  and  bonds  deposited  with  bank  shall  be  dealt  with  as 
follows : 

The  bonds  of  the  nominal  value  of  £500,000  reserved  for  the  redemption  and 
conversion  of  the  existing  English  and  New  Orleans  loans  shall  be  delivered 
to  the  syndicate  in  exchange  for  canceled  bonds  of  those  loans,  at  such  times 
and  in  such  amounts  as  the  syndicate  may  require  to  take  delivery  thereof,  pro- 
vided always  that  the  arrangements  for  the  redemption  and  conversion  of  the 
existing  English  and  New  Orleans  loans  shall  be  made  by  the  syndicate,  and  that 
the  Government  shall  from  time  to  time,  upon  request  by  the  syndicate,  deliver 
to  it  for  public  issue  and  sale  bonds  so  reserved.  The  remaining  bonds  of  the 
nominal  value  of  £750,000  shall  be  purchased  by  the  syndicate  and  delivered  to 
it  upon  payment  to  the  bank,  for  account  of  the  Government,  at  the  rate  of  £75 
for  every  £100  nominal  value  of  bonds. 

The  first  payment  to  the  Government  hereunder  shall  be  for  the  amount  of 
not  less  than  £50,000,  and  be  made  within  30  days  from  the  date  hereof,  and 
subsequent  payments  shall  be  made  by  the  syndicate  at  the  rate  of  not  less 
than  £50,000  per  calendar  month. 

XIII.  The  bonds  reserved  for  the  redemption  and  conversion  of  the  existing 
English  and  New  Orleans  loans  shall  not  bear  interest  until  issued,  but  the  Gov- 
ernment will  continue  to  pay  the  interest  and  amortization  charges,  in  respect 
of  the  outstanding  bonds  of  the  existing  English  and  New  Orleans  loans  until 
the  same  shall  be  redeemed  or  converted. 

XIV.  All  payments  in  respect  of  the  loan,  whether  for  interest,  redemption, 
or  otherwise,  shall  be  in  gold,  and  the  coupons  and  bonds  and  the  sinking  fund 
for  the  redemption  thereof  shall  be  free  from  all  taxes  in  Nicaragua,  whether 
present  or  future,  and  whether  ordinary  or  extraordinary,  national,  municipal, 
or  of  whatsoever  nature,  to  which  the  coupons  or  the  bonds  or  the  sinking  fund 
may,  at  any  time,  be  subject  in  Nicaragua,  the  Government  undertaking  to  pay 
any  such  taxes  which  may  hereafter  be  levied.  The  Government  will  bind  itself 
to  pay  regularly  the  coupons  and  drawn  bonds,  whether  in  time  of  peace  or  war, 
and  whether  th.e  bearers  be  subject  of  a  friendly  or  hostile  country. 

XV.  If  any  of  the  bonds  or  coupons  of  the  loan  shall  happen  to  be  defaced  or 
destroyed  from  any  cause  whatsoever,  the  Government  will,  against  payment  of 
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the  expenses  and  on  proof  satisfactory  to  the  Government,  deliver  to  the  parties 
entitled  thereto  new  bonds  or  new  coupons,  as  the  case  may  be. 

XA'i.  On  the  death  of  any  holder  of  bonds  of  the  in'esent  loan  the  bonds 
shall  devolve  in  accordance  with  and  subiect  to  the  SMme  laws  which  regulate 
the  distribution  of  the  rest  of  his  personal  and  movable  estate. 

XVII.  In  the  event  of  coupons  not  having  been  pi-esented  for  payment  within 
five  years,  or  drawn  bonds  within  15  years  nfter  their  respective  due  dates 
for  payment,  the  holders  of  such  coupons  or  bonds  shall  thereafter  be  referred 
to  the  Government  at  the  city  of  Managua. 

XVIII.  The  Government  reserves  to  itself  the  right  at  any  time  to  redeem 
the  whole  or  any  portion  of  the  loan  by  payment  nt  par  with  interest  accrued 
due  to  the  date  ai)pointed  by  the  notice  hereinafter  mentioned,  on  giving  to 
the  bank  in  London  and  by  advertisement  in  the  Times  and  one  other  leading 
daily  paper  circulating  in  the  cities  of  London  and  Paris  and  such  other  coun- 
tries as  may  be  appointed  six  months  previous  notice  of  its  intention  in  that 
behalf.  Such  redemi>tion  may  take  place  by  means  of  direct  payment  to  the 
bondholders  at  the  time  ni)pointed  by  the  notice,  and  the  jirovisions  of  clause  6, 
with  reference  to  the  cesser  of  interest  and  delivery  up  of  coupons  not  matured, 
shall  apply  to  such  redemption. 

The  Government  may  also,  on  giving  six  months'  previous  notice  as  aforesaid. 

redeem  any  jwrtion  of  the  loan  by  an  increase  of  the  sinking  fund  and  the 

application  thereof  as  provided  by  clause  6. 
||  XIX.  No  debt  or  loan  thereafter  constructed  by  the  Republic  shall  rank  in 
\\  priority  to  or  on  equality  with  the  present  loan;  and  the  Government  engages 
'I  that  none  of  the  revenues  of  the  Republic  to  be  specially  hyi)othecated  shall 
\  be  disposed  of  or  dealt  with  in  such  manner  as  to  affect  or  diminish  the  benefit 
\\  of  the  charge  to  be  given  by  the  general  bond  of  the  said  issue. 

XX.  The  Government  will  pay  to  the  bank  a  commission  of  1  per  cent  on  all 
moneys  required  for  the  service  of  the  loan,  including  the  payment  of  interest 
and  the  purchase  on  the  market  or  redemption. 

XXI.  Upon  the  syndicate  signifying  to  the  Government  their  intention  to 
make  a  public  issue  of  the  bonds,  the  representative  in  England  of  the  Govern- 
ment will  give  such  authorization  to  the  prospectus  and  do  all  such  acts 
(including  furnishing  any  necessary  documents)  as  may  reasonably  be  required 
for  facilitating  the  issue,  and  also,  when  and  as  required  by  the  syndicate, 
do  all  such  acts  and  things  as  may  be  necessary  to  obtain  official  quotation 
of  the  bonds  on  the  stock  exchange  of  London,  Paris,  and  such  other  places  as 
may  be  desired,  at  the  expense  of  the  syndicate. 

XXII.  The  syndicate  undertakes  to  pay  all  expenses,  commission  and  broker- 
age, in  connection  with  the  public  issue  of  the  bonds,  for  making  the  market 
and  introducing  the  new  bonds  to  the  public  in  Europe  (including  the  commis- 
sion to  the  issuing  bank,  advertising,  lawyers'  fees,  and  cost  of  preparing, 
issuing,  and  stamping,  in  accordance  with  English  law.  the  definite  agreement, 
and  any  deeds  of  hyi>othecation,  and  of  preparing,  printing  and  stanqiing  all, 
certificates  and  bonds  as  issued),  but  the  Government  shall  bear,  pay,  and  dis- 
charge all  stamp  duties,  registration  fees,  etc.,  payable  in  Nicaragua,  in  respect 
of  the  bonds  of  the  said  loan,  or  any  instrument  for  securing  the  moneys  payable 
thereunder. 

XXIII.  On  delivery  of  any  bonds  to  the  syndicate,  coupons  for  interest  due  on 
dates  then  past  shall  be  cut  off  and  canceled. 

XXIV.  In  the  event  of  any  financial  crisis,  panic,  war,  force  majeure,  or 
other  event  over  which  the  sjTidicate  has  no  control,  arising  during  the  exist- 
ence of  this  contract,  which  would  imperil  the  public  issue  or  sales  of  the  said 
bonds,  the  syndicate  is  hereby  granted  an  extension  of  time  for  the  performance 
of  its  obligations  hereunder  for  the  period  which  such  crisis,  panic,  war.  force 
majeure,  or  other  event  may  continue. 

XXV.  The  syndicate  shall  have  the  right  to  assign  the  present  contract  to  a 
bank,  to  be  nominated  by  them,  who  shall  be  prepared  to  give  the  necessary 
guarantees  for  carrying  out  the  Issue  of  the  said  bonds  in  accordance  with  the 
terms  hereof. 

XXVI.  If,  whilst  any  of  the  bonds  of  this  loan  are  outstanding,  any  differ- 
ence shall  arise  in  regards  to  the  rights  of  the  holders  of  such  outstanding 
bonds,  the  terms  hereof  shall  be  construed  in  accordance  with  the  laws  of  the 
United  States  of  America,  and  such  difference  shall  forthwith  be  referred  to 
arbitration.  The  President  of  the  United  States  of  America  and  the  President 
of  the  Republic  of  Nicaragua  shall  each  appoint  an  arbitrator,  and  should  the 
arbitrators  so  apix)lnted  fail  to  agree  with  respect  to  any  ditTerence  referred  to 
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them,  the  Presidents  of  the  United  States  of  America  and  the  Republic  of 
Nicaragua  shall  appoint  ;>n  umpire,  by  whom  such  difference  shall  be  decided, 
and  who  will,  if  necessary,  appoint  a  delegate  to  receive  the  revenues  hypothe- 
cated to  the  service  of  the  loan, 

XXVII.  The  general  bond  of  this  issue  shall  be  deposited  with  the  bank,  and 
shall  remain  in  its  custody  as  a  guarantee  of  the  rights  of  the  holders  of  the 
bonds  of  this  issue  until  the  total  redemption  of  the  loan,  and  as  a  further 
guarantee  of  such  rights  a  copy  thereof  will  be  officially  deposited  with  the 
Government  of  Great  Britsiin  and  of  the  United  States  of  America,  respectively. 

XXVIII.  It  is  hereby  declared  that,  where  the  context  allows,  the  expression 
"the  syndicate"  used  herein  includes  besides  the  said  Ethelburga  Syndicate 
(Ltd.)  their  successors,  assigns,  or  nominees. 

In  witness  whereof  the  said  Seiior  Don  Crisanto  Medina  <'ind  Seiior  Don 
Angel  Caligaris  for  and  on  behrilf  of  the  Government  of  the  Republic  of  Nica- 
ragua and  two  of  the  directors  of  the  said  Ethelburga  Syndicate  (Ltd.),  for  and 
on  behalf  of  the  said  Ethelburga  Syndicate  (Ltd.),  have  hereunto  set  their 
hands  at  Paris,  this  19th  day  of  January,  1909. 

Signed  by  the  said  Seiior  Don  Crisanto  Medina  and  the  said  Seiior  Don 
Angel  Caligaris  in  the  presence  of  Francis  M.  Voules,  (L.  S.)  Crisanto  Medina, 
(L.  S.)  Angel  Calisaris. 

Signed  by  the  said  Otto  Herbert  Fuerth  and  the  said  Francis  Minchin 
Voules  in  the  presence  of  (L.  S.)  O.  H.  Fuerth,  (L.  S.)  Francis  M.  Voules. 

Certifico  que  lo  que  precede  es  copia  fiel  del  contrato  original  depositado  en 
este  sindicato.  Londres  5  de  Mayo  de  1909.  Ethelburga  Syndicate  (Ltd.) 
T.  M.  C.  Stewart,  secretary. 


CONTRATO   COMPLEMENTARIO. 

THE  REPUBLI(?-OF   NICARAGUA.         ^^  -     I  'A_ts,>N,     I  ^  (T  ') 

Agreement  relating  to  a  proposed  issue  of  gold  bonds  of  the  Republic  of 
Nicaragua. 

An  agreement  dated  the  30th  day  of  March,  1909,  and  made  between  the 
Government  of  the  Republic  of  Nicaragua  (hereinafter  called  "  the  Govern- 
ment"), represented  jointly  by  Seiior  Don  Crisanto  Medina,  resident  in  Paris, 
and  diplomatic  minister  of  the  said  Republic,  and  Seiior  Don  Angel  Calisaris, 
now  resident  in  Paris,  acting  in  pursuance  of  the  law  of  the  National  Legis- 
lative Assembly  of  the  said  Republic,  of  the  5th  September,  190S,  ratified  by 
the  executive  power  on  the  11th  September  of  the  said  year,  and  by  virtue  of 
powers  of  attorney  given  to  them,  respectively,  on  the  19th  day  of  September, 
1908,  and  the  16th  day  of  September,  1908,  by  the  minister  of  finance  and  public 
credit  of  the  Government  of  the  Republic  of  Nicaragua,  and  with  the  approval 
of  the  executive  power  of  the  said  Republic,  of  the  part;  and  the  Ethelburga 
Syndicate  (Ltd.),  of  84  Bishopsgate  Street,  within  London  E.  C.  (hereinafter 
called  "the  syndicate"),  of  the  other  part:  and  supplemental  to  and  modifying 
an  agreement  (hereinafter  called  "the  principal  agreement"),  dated  the  19th 
day  of  January,  1909,  and  made  between  the  parties  hereto,  now  it  is  hereby 
agreed  as  follows: 

I.  Clause  12  of  the  principal  agreement  is  hereby  modified  and  explained  in 
the  following  manner ;  that  is  to  say : 

The  bonds  to  be  issued  shall  bear  interest  on  their  nominal  amount  at  the 
rate  of  6  per  cent  per  annum,  and  the  nominal  amount  of  the  loan  shall  be 
£1,250,000.  The  provisimial  certificates  and  bonds  deposited  with  the  bank 
shall  be  dealt  as  follows : 

(a)  The  bonds  of  the  nominal  value  of  £500,000  reserved  for  the  redemption 
and  conversion  of  the  existing  English  and  Nev^  Orleans  loans  shall  be  deliv- 
ered to  the  syndicate  in  exchange  of  canceled  bonds  of  those  loans  at  such 
times  and  in  such  amounts  as  the  syndicate  may  require  to  take  delivery 
thereof,  provided  always  that  the  arrangements  for  the  redemption  and  con- 
version of  the  existing  English  and  New  Orleans  loans  shall  be  made  by  the 
syndicate  and  that  the  Government  shall  from  time  to  time,  upon  request  by 
the  syndicate,  deliver  to  it  for  public  issue  and  sales  bonds  so  reserved. 

(&)  The  syndicate  shall  discharge  the  loans  to  the  Government  for  £50,000 
and  £2,300,  made  by  the  London  Bank  of  Mexico  and  South  America  (Ltd.) 
and  the  syndicate,  respectively,  and  accordingly  provisional  scrip  certificates  on 
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the  bonds  of  this  issue  of  the  nominal  amount  of  £100  shall,  upon  request,  be 
delivered  to  the  syndicate  in  respect  of  every  £75  of  the  principal  and  accrued 
interest  of  the  said  two  loans. 

f(c)  The  Government  shall  be  entitled  to  forthwith  draw  bills  upon  the 
syndicate  at  three  days'  sijjht  for  the  sum  of  £50,000  and  to  draw  similar  bills 
one  month  thereafter  for  the  further  sum  of  £30,000.  Provisional  scrip  cer- 
tificates or  bonds  of  this  issue  shall  be  delivered  to  the  syndicate  upon  payment 
therefor  by  means  of  the  said  bills  at  the  rate  of  £75  for  every  £100  nominal 
value  of  provisional  scrip  certificates  or  bonds. 

(d)  The  remaining  provisional  scrip  certificates  or  bonds  of  this  issue  for 
approximately  the  nominal  value  of  £573,590  shall  be  deposited  with  the  syndi- 
cate to  provide  for  the  continuance  by  the  syndicate  as  hereinafter  provided 
of  the  work  of  constructing  and  equipping  the  railway  from  the  Great  Lake 
of  Nicaragua  to  the  Atlantic  Ocean,  which  has  already  been  commenced,  and 
the  provision  of  the  necessary  locomotives  and  rolling  stock  required  for  work- 
ing the  said  railway,  and  shall  be  issued  by  the  syndicate  from  time  to  time 
as  they  may  think  fit,  to  enable  payment  to  be  made  by  it,  to  or  on  accomit  of 
the  constructors,  in  respect  of  the  work  of  continuing  the  construction  and 
equipment  of  the  said  railway,  and  until  such  issue  is  made  by  the  syndicate 
the  bonds  shall  not  liear  interest.  No  part  of  the  proceeds  of  the  £573,590 
bonds  shall  be  applied  in  reimbursing  the  Government  for  any  moneys  already 
expended  in  connection  with  the  part  of  the  construction  of  the  said  railway 
already  completed  or  in  respect  of  any  material  already  supplied. 

II.  The  syndicate  shall  have  complete  control  over  the  work  of  the  construc- 
tion and  equipment  of  the  railway  from  the  Great  Lake  of  Nicaragua  to  the 
Atlantic  Ocean,  which  has  already  been  commenced. 

In  the  event  of  the  proceeds  of  the  said  £573,590  bonds  proving  insufficient 
for  the  completion  of  the  construction  and  equipment  of  the  said  railway  and 
the  provision  of  the  necessary  locomotives  and  rolling  stock,  the  Government 
hereby  undertakes  to  complete  and  equip  the  said  railway  out  of  its  own  re- 
sources. Provided  also,  that  the  Government  will  allow  to  the  syndicate  a  com- 
mission of  3  per  cent  upon  the  amount  of  the  payments  made  by  the  syndicate 
from  time  to  time  or  to  on  account  of  the  said  contractors,  toward  the  expenses 
incun-ed  by  the  syndicate  in  em])loying  engineers  to  superintend  the  work  of 
/  constructing  and  equipping  the  said  railway. 

III.  In  all  other  respects  the  provisions  of  the  principal  agreement  are  hereby 
confirmed. 

IV.  It  is  hereby  declared  by  the  said  Sefior  Don  Crisanto  Medina  and  the  said 
Sefior  Don  Angel  Caligaris  that  the  terms  of  this  agreement  have  been  duly 
approved  by  the  executive  power  of  the  said  Republic. 

In  witness  whereof  the  said  Sefior  Crisanto  Medina  and  Sefior  Don  Angel 
Calisaris,  for  and  on  behalf  of  the  Government  of  the  Kepul)lic  of  Nicaragua, 
have  hereunto  set  their  hands  and  the  Ethelburga  Syndicate  (Ltd.)  have  caused 
their  common  seal  to  be  hereunto  affixed  the  day  ai^d  year  first  above  written. 

Signed  by  the  sjiid  Sefior  Don  Crisanto  Medina  and  said  Seuor  Don  Angel 
Caligaris  in  the  presence  of  Frangis  M.  Voules,  (L.  S.)  ;  Crisanto  Medina,  (L. 
S.)  ;  Angel  Caligaria,  (L.  S.).  The  common  seal  of  the  Ethelburga  Syndicate 
(Ltd.)  was  hereunto  affixed  in  the  presence  of  (L.  S.)  O.  H.  Fuerth.  Francis 
M.  Voules,  directors;  T.  M.  C.  Stewart,  secretary. 

Certifico  que  lo  que  precede  es  copia  fiel  del  contrato  original  depositado  en 
este  Sindicato.  Londres.  5  de  Mayo  de  1909.  Ethelburga  Syndicate  (I.td.), 
T.  M.  C.  Stewart,  secretary. 


( 


Mr.  Mallet-Prevost.  The  Nicaragiian  Congress,  on  September  5, 

I  1908,  passed  an  act,  which  was  approved  by  the* executive  a  few  days 

I  later,  and  which  authorized  the  executive  to  negotiate  for  a  loan  of 

I  £l,2r)0,000  on  the  best  terms  that  he  could  obtain.    It  authorized  the 

pledging  of   the   following   securities   for   that   loan.     In   the   first 

place,  the  customs;  in  the  second  place,  the  (lovornment's  revenues 

on  the  liquor  monopoly;  and  in  the  third  place,  the  Goverinnent's 

revenues  on  the  tobacco  monopoly;  in  the  fourth  place,  the  existing 

railroad  along  the  Pacific  coast;  and  in  the  fifth  place,  a  proposed 

road,  when  built,  to  connect  with  the  Atlantic  seaboard. 

Some  of  these  securities 
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Senator  Smith  of  Michigan,  xlnd  the  steamboats  plying  on  the 
lakes  of  Nicaragua? 

Mr.  Mallet-Prevost.  I  took  that  as  part  of  the  raih^oad  system. 
Some  of  these  are  not  specifically  mentioned  in  that  law,  but  are 
brought  under  its  operation,  because  the  executive  was  authorized 
to  also  hvpothecate  anything  which  had  been  hypothecated  for  the 
benefit  of  the  earlier  loans  of  1886  and  1904,  which  it  was  intended 
should  be  converted. 

Senator  Smith  of  Michigan.  That  is,  these  two  classes  of  loans 
that  you  describe  are  taken  cognizance  of  in  article  4  of  the  Ethel- 
burga  agreement? 

Mr.  Mallet-Prevost.  I  do  not  remember  the  article,  but  they  are 
taken  care  of  in  that  agreement;  yes.  That  law  having  been  passed 
and  approved  in  September  of  1908,  the  President  of  Nicaragua 
executed  two  powers  of  attorney,  one  in  favor  of  Angel  Caligaris, 
and  another  in  favor  of  a  Mr.  Medina,  who  was  at  that  time  Nica- 
raguan  minister  in  London  and  Paris,  authorizing  them  to  negotiate 
this  loan.  It  appears  that  those  gentlemen  entered  into  negotiations 
with  the  Ethelburga  Syndicate,  which  is  a  British  corporation,  and 
finally  concluded  a  contract  with  that  syndicate  which  was  executed 
January  19,  1909. 

Senator  Hitchcock.  Will  you  say  a  little  more  about  that  syndi- 
cate? Was  it  just  formed  for  this  purpose  or  did  it  exist  for  other 
purposes  ? 

Mr.  Mallet- Pre vosT.  It  existed  for  other  purposes.  I  know  very 
little  about  it.  We  have  had  dealings  with  a  representative  of  that 
syndicate  by  the  name  of  Otto  H.  Fuerth,  and  just  who  is  back  of 
him  or  whether  anybody  is  back  of  him  I  do  not  know.  A  contract 
was  negotiated  with  that  syndicate  and  signed  in  Paris  on  January 
19,  1909.  The  general  terms  of  that  contract  were  these:  That 
£500,000  of  bonds  should  be  used  for  the  purpose  of  retiring  the 
earlier  issues  of  1886  and  of  1904. 

Senator  Smith  of  Michigan.  Amounting  to 

Mr.  Mallet-Prevost.  I  do  not  know  what  they  amount  to.  I  do 
not  really  know. 

Senator  Hitchcock.  £500.000? 

Mr.  Mallet-Prevost.  £500,000  of  the  new  issue  was  set  aside  for 
that  purpose.  The  remaining  £750,000  were  to  be  taken  by  the  Ethel- 
burga Syndicate  at  75.  ' 

Senator  Willl\ms.  At  75  ? 

Mr.  Mallet-Prevost.  At  75,  and  that  money  was  to  be  paid  in  this  i 
way :  There  was  £50,000  which  was  at  that  time  ov.inaj  to  the  London  j 
Bank  of  South  America  and  Mexico.  There  was  £2,300  that  were 
owing  to  the  syndicate  itself.  Those  debts  were  to  be  wiped  out, 
bonds  given  in  payment  of  them  at  75.  The  Government  of  Nicara- 
gua was  to  receive  the  balance  of  the  purchase  money  of  those  bonds, 
amounting  to  £510,000,  in  monthly  instalments,  £50,000  to  be  paid  at 
once,  and  £50,000  each  month  thereafter ;  and  that  contract,  as  I  un- 
derstand it,  was  before  it  was  actually  signed  in  Paris,  communicated 
to  the  President  of  Nicaragua,  approved  by  him,  and  therefore  be- 
came a  binding  contract. 

Senator  Pomerene.  Do  I  understand  that  the  whole  issue  was  taken 
on  a  75  per  cent  basis  ? 
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Mr.  Mallet-Prevost.  No;  £750,000  was  taken,  and  the  other 
£500,000 — tlie  _cantract  is  a  ei  y  badly  Hmwn  and  veiy  indefinite. 
£500,000  were  set  aside  for  this  purpose.  It  does  not  appear  ^vhether 
they  were  to  be  exchanged  bond  for  bond  or  cash  to  be  presented,  or 
what  it  was. 

Senator  Smith  of  Michigan.  No;  there  is  nothing  to  show  what 
the  vahie  was. 

Mr.  Mallet-Prevost.  No  ;  it  is  a  very  badly  drawn  contract. 

Senator  Williams.  That  is  the  amount  they  thought  would  be  suf- 
ficient to  take  up  the  bonds  at  whatever  was  then  the  market  value? 

Senator  Pomerene.  What  was  then  the  rate  of  interest  on  those 
bonds  ? 

Mr.  Mallet-Prevost.  Six  per  cent. 

Senator  Hitchcock.  Do  you  know  what  was  the  market  value  of 
this  old  existing  bonded  debt  ? 

Mr.  Mallet-Prevost.  No  ;  I  do  not.  I  think  you  will  probably  get 
that  from  the  bankers  when  you  come  to  examine  them.  Those  are 
not  matters  which  I  have  in  mind.    I  have  known  at  times 

Senator  Hitchcock.  Do  you  know,  as  a  matter  of  fact,  whether 
interest  was  then  being  paid  on  it? 
^  Mr.  Mallet-Prevost.  That  I  do  not  know.    Mr.  Kohlmann  calls 

\-  ^  imy  attention  to  an  inaccuracy  in  my  testimony.  The  loan  of  £50,000 
)^  I  to  the  London  bank  and  of  £2,300  to  the  Ethelburga  Syndicate  was  not 
mentioned  in  this  contract.  That  was  in  a  second  contract  to  which 
I  shall  refer  in  a  moment.  In  other  words,  the  Ethelburga  Syndi- 
!  Gate  under  this  first  contract  agreed  to  purchase  the  whole  of  £750,000 
of  bonds  at  75,  agreeing  to  pay  £50,000  at  once  and  £50,000  a  month 
until  the  purchase  price  should  be  paid.  That  contract  having  been 
concluded,  apparently  new  negotiations  were  started  by  Medina  and 
Caligaris,  with  the  Ethelburga  Syndicate,  which  resulted  in  a  so- 
called  supplementary  contract  a  couple  of  months  later,  dated  March 
30,  1909.  That  contract  modified  the  first  contract  in  very  important 
respects.  In  the  first  place,  it  provided  that  the  loan  of  the  London 
bank  of  £50,000,  and  a  loan  of  the  Ethelburga  Syndicate  of  £2,300 
should  be  paid  out  of  the  proceeds  of  the  loan. 

j     In  the  second  place,  it  provided  that  Nicaragua  should  receive  the 

'sum  of  only  £80,000  more,  leaving  something  over  £400,000  which 

was  left  really  in  the  air.    The  contract  does  not  even  obligate  the 

f  indicate  to  take  that  amount,  but  whatever  it  was,  or  whatever  were 
to  be  the  proceeds  of  the  sale  of  those  bonds,  those  proceeds  were  to 
remain  in  the  hands  of  the  Ethelburga  Syndicate  or  of  some  London 
bank  for  the  construction  of  the  railroad  from  the  Atlantic  coast  into 
the  interior,  and  the  construction  of  that  railroad  was  placed  entirely 
in  the  control  of  the  Ethelburga  Syndicate. 
'    Senator  Hitchcock.  Why  was  it  that  Nicaragua  consented  to  the 

modification  of  the  contract?  — - 

Mr.  Mallet-Prevost.  I  do  not  think  she  ever  did,  and  I  think  that 
contract  was  invalid.  That  contract  was  made  by  Caligaris  and 
I  by  Medina.  So  far  as  I  can  ascertain,  it  was  never  approved  by 
the  executive  of  Nicaragua,  and  certainly  was  never  approved  by 
congress.  It  was  absolutely  beyond  tlie  scope  of  tlie  hiw  which  had 
authorized  the  loan,  and  I  do  not  think — it  was  my  professional 
opinion  at  the  time  I  prepared  this  memorandum,  and  is  my  opinion 


^ 
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still — I  do  not  think  that  Medina  and  Caligaris  had  any  more  au- 
thority to  make  that  contract  than  any  of  you  gentlemen  here  present. 
(Tlie  memorandum  referred  to  by  Mr.  Mallet- Pre vost  is  as  fol- 
lows:) 

M^EMORANDUM   CONCERNING  EtHELBURGA    SYNDICATE  LOAN. 

[Prepared  by  Mr.  Mallet-Prevost  in  1911  and  referred  to  above.] 

On  September  5,  1908,  the  Nicaragiian  Congress  passed  an  act  which  was 
approved  by  the  executive  on  September  11,  1908,  decreeing  among  other  things 
as  follows: 

[Translation.] 

"Article  1.  The  executive  is  hereby  authorized  to  contract  a  loan  abroad 
for  the  amount  of  £1,250,000,  nominal,  in  gold  bonds  on  the  most  favorable 
conditions  possible  of  issue,  interest,  and  amortization.  The  proceeds  of  this 
loan  are  destined  for  the  redemption  of  the  English  loan  of  17th  December, 
1886,  as  modified  on  the  12th  September,  1895,  and  of  the  American  loan  of 
4th  April,  1904,  and  with  preference  for  the  completion  of  the  railway  from 
San  Miguelito  to  Monkey  Point. 

"Art.  2.  The  executive  is  hereby  authorized  to  guarantee  the  complete  re- 
demption of  this  loan,  principal  and  interest  with  a  first  charge  upon — 

(a)  The  sums  payable  to  the  Government  by  the  Compania  de  Aguardiente 
Lda.  de  Nicaragua  for  its  lease  annuity. 

(6)  The  sums  payable  to  the  Government  by  the  Sindicado  de  Tabaco 
Limitado  for  its  lease  annuity. 

(c)  The  railway  from  the  Great  JLake  to  the  Atlantic,  now  in  course  of  con- 
struction. 

(d)  The  guarantees  at  present  assigned  to  the  two  foreign  loans  referred 
to  in  article  1  hereof. 

(/)   The  customs  duties  belonging  to  the  Government  of  Nicaragua.  «sjv 

j^^  "Art.  3.  The  contract  for  the  loan  shall  not  become  effective  until  after  hay-Jjj^ 
ing  been  examined  and  approved  by  the  executive  power." 

On  September  16,  1908,  a  power  of  attorney  was  executed  by  Ernesto  Marti- 
nez, minister  of  finance  and  public  credit  of  the  Government  of  the  Republic 
of  Nicaragua,  whereby  in  such  capacity  and  acting  on  behalf  of  the  said  Gov- 
ernment of  Nicaragua,  and  in  accordance  with  special  instructions  from  the 
President  of  said  Republic,  he  granted  special  and  general  power  to  Aiigel 
Caligaris — 

"  so  as  to  obtain,  in  common  accord  with  Don  Crisanto  Medina,  diplomatic 
minister  of  Nicaragua,  in  France  and  England,  from  the  bankers  of  London, 
Paris,  or  elsewhere,  a  loan  up  to  the  amount  of  £1,250,000  on  the  most  favor- 
able conditions  possible  regarding  issue,  interest,  and  amortization,  and  to 
that  effect  he  empowers  him  to  contract  the  said  loan  at  the  price  of  issue, 
rate  of  interest,  length  of  time  and  form  of  amortization,  on  the  terms  and 
conditions  which  he  may  think  more  convenient  for  the  said  Republic  of 
Nicaragua," 

and  whereby  he  also  authorized 

"the  said  Senor  (*:iliji:!i)s  to  ;  rrange,  cancel,  and  extinguish  the  foreign  debt 
which  prevails  on  the  earnings  of  the  national  railway,  i.  e.,  the  loan  con- 
tracted in  London  on  the  17th  of  December,  1886 — modified  by  the  agreement 
of  the  12th  of  September,  1895 ;  and  the  loan  of  the  4th  of  April,  1904,  secured 
in  this  city  with  a  group  of  American  bankers  on  the  guaranty  of  the  revenue 
of  the  Bluefields  and  Cabo  de  Gracias  a  Dios  customhouses;  that  in  order 
to  guarantee  the  repayment  of  the  said  loan  of  £1,250,000  sterling  and  the  cor- 
responding interests,  he  specially  authorizes  the  said  Seiior  Caligaris  to  con- 
stitute a  first  and  preferent  charge  upon  the  properties,  duties,  and  revenues 
mentioned  in  article  2  of  the  legislative  decree  of  the  5th  of  September  of  the 
current  year  1908,  which  authorizes  the  Government  of  Nicaragua  to  con- 
tract a  loan  for  £1,250,000  sterling,  which  decree  is  inserted  in  the  body  of 
this  document." 

On  September  19,  1908,  a  similar  power  of  attorney  was  executed  in  favor  of 
Crisanto  Medina  to  act  jointly  with  Angel  Caligaris. 
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By  decree  dated  November  24,  1908,  the  President  of  the  Republic,  through 
Ernesto  Martinez,  minister  of  finance  and  public  credit,  pursuant  to  article  3 
of  the  law  of  September  11,  1908,  approved  the  contract  consisting  of  28 
articles  agreed  upon  between  Crisanto  IMedina  and  Angel  Caligaris,  acting 
on  behalf  of  the  liepublic,  :uid  the  Ethelbnrga  SyndicMte  (Ltd.),  the  contract 
so  approved  being  presumably  a  draft  of  the  contract  as  afterwards  executed 
on  January  19,  1909. 

FIRST    ETHELBURGA    SYNDICATE    CONTRACT    DATED    JANUARY    11),     1909. 

This  contract  was  executed  in  Paris,  the  Government  of  Nicaragua  being 
represented  by  Crisanto  Medina  and  Angel  Caligaris,  acting  under  powers  of 
attorney  which  are  in  this  instrument  described  as  having  been  executed  in 
their  favor  by  the  minister  of  finance  and  public  credit  on  September  19,  1908, 
whereas  the  fact  was  that  the  ix>wer  of  attorney  in  favor  of  Angel  Caligaris 
bears  dale  September  16,  1908. 

This  contract  authorized  the  issue  of  £1,250,000  of  6  i)er  cent  gold  bonds 
payable  in  35  years  with  1  per  cent  sinking  fund  redeemable  at  any  time  at  par 
upon  six  months'  notice.  The  issue  was  secured  as  authorized  by  the  law  f.f 
September  11,  1908.    Article  12,  of  this  contract,  is  as  follows: 

"The  bonds  to  be  issued  shall  bear  interest  on  their  nominal  amount,  at  the 
rate  of  6  per  cent  per  annum,  and  the  iiominal  amount  of  the  loan  shall  be 
£1,250,000. 

"  The  syndicate  shall,  with  the  bonds  and  the  proceeds  of  the  public  issue 
thereof,  discharge  the  loans  to  the  Government  of  £50,000  and  £2,300  made  by 
the  London  Bank  of  Mexico  and  South  America  (Ltd.),  and  the  syndicate,  re- 
spectively, with  interest  thereon,  and  arrange  the  redemption  or  conversion  of 
the  existing  English  loan  of  1886  and  New  Orleans  loan  of  1904,  and  provide  the 
Government  with  the  sum  of  £510,000  in  cash.  The  provisional  certificates  and 
bonds  deposited  with  bank  shall  be  dealt  with  as  follows : 

"  The  bonds  of  the  nominal  value  of  £500,000  reserved  for  the  redemp- 
tion and  conversion  of  the  existing  English  and  New  Orleans  loans  shall  be  de- 
livered to  the  syndicate,  in  exchange  for  canceled  bonds  of  those  loans,  at  such 
times  and  in  such  amounts  as  the  syndicate  may  reiiuire  to  take  delivery  thereof, 
provided  always  that  the  arrangements  for  the  redemi)tion  and  conversion  of 
the  existing  English  and  New  Orleans  loans  shall  be  made  by  the  syndicate,  and 
that  the  Government  will,  from  time  to  time,  upon  request  by  the  syndicate, 
deliver  to  it  for  public  issue  and  sale  bonds  so  reserved.  The  remaining  bonds 
of  the  nominal  value  of  £750,000  shall  be  imrchased  by  the  syndicate,  and  de- 
livered to  it  uix)n  payment  to  the  bank,  for  account  of  the  (xovenunent,  at  the 
rate  of  £75  for  every  £100  nominal  value  of  bonds.  The  first  payment  to  the 
Government  hereunder  shall  be  for  the  amount  of  not  less  than  £50.000,  and 
be  made  within  30  days  from  the  date  hereof,  and  subse<iuont  payments  shall  be 
made  by  the  syndicate  at  the  rate  of  not  less  than  £50,0(K)  per  calendar  month." 

This  contract  of  January  19,  1909,  comes  within  the  scoi)e  of  the  authority 
granted  by  the  act  of  September  11,  1908,  and  assuming  that  it  corresponds 
with  the  contract  as  approved  by  the  Executive  by  decree  of  November  24.  1908, 
above  mentioned,  this  contract  of  January  19,  1909,  is  valid  and  binding  upon 
the  Republic. 

SECOND    ETITELIJURGA    SYNDICATE    CONTRACT,    DATED    MARCH     30,     1909. 

This  second  contract  was  executed  on  behalf  of  the  Republic  of  Nicaragua 
by  Medina  and  Caligaris,  acting  under  powers  of  attorney  of  September  19, 
1909,  and  September  16,  1909,  above  referred  to,  and  purporting  to  modify 
the  first  contract  by  providing — 

(1)  A  different  disposition  of  the  proceeds  of  the  loan,  and 

(2)  A  transfer  to  the  Ethelbnrga  Syndicate  of  the  control  over  the  con- 
struction of  the  proposed  railway  from  Lake  Nicaragua  to  the  Atlantic  Ocean. 

These  modifications  constituted  restrictions  nixni  the  riglits  of  the  Republic 
under  the  original  contract.  No  additional  ol)ligations  are  assumed  by  the 
Etlu-lburga  Syndi<jite  which  would  constitute  a  considerntlon  to  the  Republic 
for  consenting  to  such  restrictions. 

The  place  of  the  execution  of  the  supplemental  contract  does  not  appear, 
jsnd  the  only  evidence  of  the  approval  of  tliis  contract  by  the  Executive  of 
the  Repi'I>li<'.  !  «  re<iuired  l)y  the  law  of  September  11.  1908.  is  a  certificate 
date<l  May  2.  1909,  by  Crisanto  Medina  as  minister  of  Nicaragua   in  Tx)ndon 
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and  Paris,  certifying  that  the  President  of  the  Republic  of  Nicaragua,  in  a 
cablegram  addressed  to  said  legation,  dated  May  1,  1901),  had  approved  the 
additional  contract  executed  between  Caligaris  and  Medina  in  the  name  of 
the  Republic  and  the  Ethelburga  Syndicate,  making  certain  modifications  in 
the  one  originally  executed  between  the  same  parties. 

Upon  this  state  of  facts  the  following  objections  may  be  raised  to  any 
claims  of  the  Ethelburga  Syndicate,  based  upon  the  second  contract  of  March 
aO,  1909 : 

1.  The  first  contract  having  been  executed  and  delivered  in  accordance  with 
the  provisions  of  the  law  of  Septeinber  11,  1908,  the  special  powers  which 
that  law  had  vested  in  the  Executive  and  the  special  powers  which  the 
Executive  had  in  turn  delegated  to  Medina  and  Caligaris  had  been  exercised; 
and,  because  the  purposes  of  the  law  had  been  accomplished,  those  powers  so 
exercised  had  become  exhausted.  The  result  of  this  was  that  neither  the 
Executive  nor  his  agents  remained  vested  with  any  authority  to  execute  any 
further  contracts. 

2.  The  law  of  September  11,  1908,  authorized  the  executive  to  contract  a  loan 
"  on  the  most  favorable  conditions  possible."  It  is  to  be  presumed  that  the 
contract  of  January  19,  1909,  was  the  most  favorable  contract  that  the  execu- 
tive could  at  thnt  time  secure.  Having  executed  this,  he  was  clearly  powerless 
to  forego  any  of  the  advantages  which  under  that  contract  he  had  secured  for 
his  Government.  Even,  therefore,  assuming  that  the  first  proposition  above 
stated  should  not  be  sound,  and  that,  contrary  to  our  contention,  the  executive 
still  remained  vested  with  power  to  make  a  second  contract,  such  second  con- 
tract could  be  valid  only  in  case  it  was  more  favorable  than  the  first  contract, 
otherwise  it  would  be  expressly  in  conflict  with  tlie  provisions  of  the  law  of 
September  11,  1908,  which  required  that  the  "  most  favorable  conditions  pos- 
sible "  be  secured. 

It  is  beyond  dispute  that  the  second  Ethelburga  contract  is  distinctly  less 
favorable  to  Nicaragua  than  is  the  first.  By  reducing  the  amounts  of  cash  to 
be  paid  and  by  extending  the  periods  of  payment  Nicaragua  was  deprived  of 
the  use  of  funds.  By  granting  to  the  syndicate  a  voiee  in  the  disposition  of 
the  proceeds  of  the  loan,  the  liberty  of  Nicaragua  was  expressly  curtailed. 

3.  The  agreement  of  March  30,  1909,  is  probably  void  on  account  of  lack  of 
consideration  moving  from  the  Ethelburga  Syndicate  to  the  Republic,  since  all 
modifications  contemplated  by  said  agreement  constituted  restrictions  upon 
the  rights  of  the  Republic  under  the  original  contract,  while  no  additional 
obligations  were  assumed  by  the  Ethelburga  Syndicate. 

Senator  Hitchcock.  Under  which  contract  are  they  operating  now 
by  the  terms  of  which  the  Ethelburga  Syndicate  gets  certain  of  the 
customs  receipts? 

Mr.  Mallet-Pkevost.  By  a  totally  different  contract  which  we 
negotiated  in  settlement  of  all  this.  What  the  Ethelburga  Syn- 
dicate did  was  to  make  the  payments  which  I  have  referred  to  as 
called  for  under  this  second  contract,  and  then  it  paid  into  a  bank 
in  London,  the  Anglo-South  American  Bank,  a  considerable  sum  of' 
money,  over  £400,000,  which  represented  the  balance  of  the  purchase 
price  of  these  bonds,  and  which  it  refused  to  let  Nicaragua  have, 
claiming  that  it  held  the  same  for  the  purpose  of  the  construction 
of  the  railroad.  That  was  the  situation  so  far  as  the  Ethelburga 
Syndicate  was  concerned  when  we  came  into  the  negotiations. 

Senator  Smith  of  Michigan.  The  railroad  had  not  been  con- 
structed ? 

Mr.  Mallet-Prevost.  No;  the  railroad  had  not  been  constructed. 

Senator  Smith  of  Michigan.  Only  about  12  miles  of  it. 

Mr.  Mallet-Prevost.  A  very  little  piece  of  it  was  graded  or  some- 
thing of  that  sort  done ;  material  purchased,  and  so  on. 

Senator  Smith  of  Michigan.  But  they  held  the  securities  back  not- 
withstanding? 

Mr.  Mallet-Prevost.  They  held  this  money  back.  There  was  a 
large  amount  of  money  deposited  there  in  London  which  the  Ethel- 
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burga  Syndicate  would  not  give  up.     The  Ethelburga  Syndicate  was 
>^V  trying  to  negotiate  this  very  loan  for  which  we  made  a  bid,  and  was 

^^         using  that  money  there  as  a  club  on  Nicaragua  for  the  purpose  of 
\   getting  the  loan. 
J     Senator  Hitchcock.  Was  Nicaragua  paying  interest  on  that  money  ? 
/     Mr.  Mallet-Prevost.  It  had  been  and  did  continue  to  do  so  up  to 
1^4.^    I  July  1,  1911,  when  it  first  defaulted,  and  then  Avhat  the  Ethelburga 
:  ^    ff-N  Syndicate  did  was  to  take,  without  any  authority,  money  from  that 
^    /v-^      ]  fund  deposited  in  London  and  pay  that  defaulting  coupon. 
■*^  Senator  Williams.  They  took  it  to  pay  what  ? 

Mr.  Mallet- Prea'ost.  Paid  the  coupon  of  July  1,  1911,  upon  which 
Nicaragua  had  defaulted.  In  the  fall  of  that  year  of  1911  we  started 
to  negotiate  a  settlement  of  that  question  with  the  Ethelburga  Syn- 
dicate, and  Mr.  Fuerth  came  over  from  London  to  negotiate. 

Senator  Smith  of  Michigan.  He  came  to  you  ? 

Mr.  Mallet- Prevost.  I  think  he  went  to  Brown  Bros.  I  do  not 
remember  just  how  we  first  came  in  touch,  but  we  had  extended  ne- 
gotiations. We  asked  him  for  his  authority  from  the  Ethelburga 
Syndicate,  and  he  said,-^iWhy^I  am  the  whole  syndicate,"  and  so 
w^e  went  ahead  and  we  negotiated ^a'cohtr act  with  him  which  was  sub- 
stantially this — and  I  ought  to  preface  what  I  will  say  about  that 
contract  with  a  few  remarks.  Whatever  may  have  been  the  attitude 
of  the  Ethelburga  Syndicate,  and  hoAvever  much  one  may  criticize 
its  conduct  Avith  relation  to  this  matter,  as  a  matter  of  fact  the  bonds 
had  been  placed  Avith  the  public  and  were  in  the  hands  of  innocent 
purchasers  for  valfie,  and  the  bonds  themselves  AAere  perfectly  valid. 
There  was  no  question  in  our  minds  about  their  validity. 

Senator  Smith  of  Michigan.  That  is,  for  value  they  were  bona 
fide? 

Mr.  Mallet-Prevost.  For  value  they  were  bona  fide. 

Senator  Smith  of  Michigan.  In  the  hands  of  innocent  purchasers, 
but  they  lacked  legal  AAarrant 

Mr.  ^Iallet-Preaost.  No;  in  my  opinion  they  were  absolutely 
legal  bonds.  That  is  to  say,  the  first  contract  that  Caligaris  and 
Medina  made  Avas  a  perfectly  valid  contract  and  ought  to  have  been 
carried  out.  That  is  to  say,  it  was  a  contract  under  which  Nicaragua, 
under  authority  of  the  Nicaraguan  Congress,  sold  to  the  Ethelburga 
Syndicate  £750,000  of  bonds  at  75,  and  the  Ethelburga  Syndicate  sold 
those  bonds  to  the  public,  and  they  were  in  the  hands  of  the  public. 
It  was  a  perfectly  legal  issue. 

Senator  PoMERE^E.  They  Avere  negotiable  in  form  ? 

Mr.  Mallet-Prevost.  They  Avere  negotiable. 

Senator  Willia:ms.  AVhat  you  said  a  moment  ago  about  an  invalid 
contract  related  to  this  supplementary  and  later  contract? 

Mr.  Mallet-Prevost.  Yes;  it  related  to  this  later  contract  under 
the  terms  of  Avhich  the  Ethelburga  Syndicate  illegally  and  arbitra- 
rily, in  my  opinion,  Avere  holding  back  funds  that  belonged  to  Nica- 
ragua. Our  main  purpose  in  entering  into  the  negotiations  was,  in 
the  first  place,  to  see  Avhat  benefits,  if  any,  we  could  secure  for  Nica- 
ragua, so  far  as  the  bonds  themselves  Avere  concerned,  through  a 
reduction  of  their  par  value  or  a  reduction  of  interest,  or  otherwise, 
and,  in  the  second  place,  to  get  for  Nicaragua  the  benefit  of  the  fund 
which  Avas  in  London,  and  really  belonged  to  her,  and  which  Avould 
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have  been  obtained,  in  my  opinion,  as  the  result  of  a  lawsuit,  if  we  ) 
had  cared  to  institute  a  suit  in  the  courts  of  Great  Britain  for  that/ 
purpose. 

Senator  Smith  of  Michigan.  As  a  matter  of  fact,  you  say  that  they 
were  holding  back  funds,  the  Ethelburga  Syndicate  and  Mr.  Fuerth  ? 
As  a  matter  of  fact,  they  were  waiting  an  opportune  revolution  to 
ripen  their  bonds  into  life,  w^ere  they  not  ? 

Mr.  Mallet- Prevost.  That  I  do  not  know.      • 

Senator  Smith  of  Michigan.  That  is  not  a  very  far  guess,  is  it  ? 

Mr.  Mallet- Prevost.  I  think  it  is.  Senator,  if  you  will  pardon 
me,  because  those  bonds  were  not  in  their  hands.  Those  bonds  they 
had  disposed  of.     They  were  in  the  hands  of  the  public. 

Senator  Smith  of  Michigan.  Let  me  call  your  attention  to  testi- 
mony taken  under  oath 

Senator  Williams.  Yen  mean  these  first  bonds  were  in  the  hands 
of  the  public.     You  dp  not  mean  the  £400,000? 

Mr.  Mallet- Psevost.  The  £750.000,  as  I  understand,  had  been  sold 
by  the  s^^ndicate. 

Senator  Williams.  But  the  bonds  under  this  supplementary  agree- 
ment  

Mr.  Mallet- Prevost.  They  were  the  same  bonds.  The  second 
agreement  did  not  make  any  new  bonds.     The  second  agreement 

Senator  Williams.  What  were  the  bonds  that  the  Ethelburga  Syn- 
dicate were  holding  and  out  of  which  they  paid  these  coupons? 

Mr.  Mallet- Prevost.  The  bonds  under  the  first  contract.  The 
second  contract  merely  provided  how  the  proceeds  of  the  sale  of  those 
bonds  should  be  disposed  of.  It  had  nothing  to  do  with  the  bonds 
themselves. 

Senator  Williams.  Then  you  are  referring  to  the  proceeds  of  the 
sale  of  the  bonds  ? 

Mr.  Mallet- Prevost.  Exactly. 

Senator  Williams.  I  understand  it.  ^ 

Senator  Smith  of  Michigan.  I  do  not  want  to  change  the  course 
of  your  talk,  but  I  hold  in  my  hand  a  document.  Senate  resolution 
Nc.  385,  and  some  testimony  taken  in  accordance  with^this  author- 
ity, and  a  quotation  from  a  letter  dated  Paris.  July  8,  1910,  from 
Mr.  Medina,  at  that  time  the  Nicaraguan  minister  in  Paris,  was  he 
not?  '  ' 

Mr.   Mallet-Prevost.  Yes. 

Senator  Smith  of  Michigan.  Did  you  know  him? 

Mr.  Mallet-Prevost.  No;  never. 

Senator  Smith  of  Michigan.  He  writes  to  the  President  of  the 
Nicaraguan  Republic,  as  follows: 

[Telegraph  Medina,    Paris.] 
Confidential. 

Legation  of  Nicaragua, 

Paris,  July  8,  1910. 
His  Excellency  Jose  Madriz, 

President  of  the  RepuUic,  Managua. 
Distinguished  Friend  :  I  liave  received  notliing  from  you  and  am  without 
important  news  of  the  war.     The  European  press  has  mentioned  during  the   \i 
past  week   only   the   shooting   in   Bluefields   of   a    Gen.    Matumy,    accused   of  1  j^ 
treason   to   the   revolutionary   cause,   and   certain   Machiavelian   plans  of   the   I 
department  of  state  in  connection  with  a  group  of  Yankee  bankers.  \  ' 
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f  In  corroboration  of  the  latter  I  will  say  that  I  have  knowledge  of  two  private 
f  letters  written  by  Mr.  Hopkins  to  Mr.  Fuerth,  president  of  the  Ethelburga 
j  Syndicate,  who  is  an  intimate  friend  of  his.  They  bear  date  June  10  and  21. 
\        This  Mr.   Hopkins  is  head   of  a   firm   of  lawyers   in   Washington  which  at 

I  present  enjoys  great  influence  with  the  Government  through  the  intimate 
j  cordiality  of  their  relations  with  Messrs.  Taft  and  Knox,  and  therefore  it 
s  should  be  supposed  that  what  he  says  is  by  inspiration  of  said  gentlemen. 

II  Mr.  Hopkins,  in  these  letters,  maintains  that  you  are  lost  because  the 
1 1  American  Government  is  firmly  resolved  not  to  permit  you  to  continue  in  the 
I  Presidency,  and  in  view  of  thts  conviction  he  claims  that  the  only  practical, 
|!  patriotic,  and  honorable  solution  for  you  is  to  agree  with  Gen.  Estrada  upon 
\i  the  deposit  of  the  Government  in  a  proper  person 

Senator  Williams.  To  whom  is  that  letter  written? 

Senator  Smith  of  Michigan.  This  is  a  letter  written  by  the  Nica- 
raguan  minister  in  Paris  to  the  President  of  the  Nicaraguan  Kepublic. 

Senator  Williams.  I  say,  who  was  he  at  that  time? 

Senator  Smith  of  Michigan.  Mr.   Medina. 

Senator  Root;  Who  was  the   President? 

Senator  Smith  of  Michigan.  Jose  Madriz — Dr.  Madriz.  What  I 
said  was  that  they  were  waiting  a  favorable  (opportunity  to  ripen 
these  securities,  and  without  reading  the  full  text  of  the  letter, 
which  is  part  of  the  evidence  heretofore  taken  under  oath,  I  call 
your  attention  to  that  statement,  and  ask  ycu  whether  -\o\\  think 
that  they  had  some  hope  frcm  any  negotiations  that  you  had  with 
them  that  these  Ethelburga  bonds  would  ripen  into  an  actual  asset. 

Mr.  Mallet- Pkevost.  Of  course,  I  do  not  know  what  the  Ethel- 
burga Syndicate  had  in  mind.  I  do  not  know  what  they  expected. 
I  do  not  know  especially  what  they  expected  in  1910,  when  I  had  no 
connection  of  any  kind  with  the  subject.  I  do  not  know  what  the 
condition  of  the  purchase  of  those  bonds  was  at  that  time.  All  I 
know  is  that  when  Ave  took  the  matter  in  hand  for  the  purpose  of 
negotiating  a  settlement  on  behalf  of  Nicaragua  that  there  was  a 
,  large  sum  of  money  deposited  in  London,  which  we  were  informed 
was  the  proceeds  of  the  sale  of  those  bonds,  and  we  entered  into  the 
negotiations  for  the  purpose  of  getting  the  most  benefit  we  could  for 
Nicaragua  out  of  that  situation  as  we  found  it. 

Senator  Smith  of  Michigan.  In  those  negotiations,  did  Mr.  Hop- 
kins figure  at  any  time? 

Mr.  Mallet- Prevost.  Never. 

Senator  Smith  of  Michigan.  Only  Mr.  Fuerth? 
1      Mr.  Mallet-Prevost.  Only  Mr.  Fuerth,  and  I  believe  that  he  con- 
sulted Coudert  Bros.,  although  they  never  appeared  at  any  of  the 
conferences. 

Senator  Williams.  You  mean  he  consulted  them  as  attorneys  ? 

Mr.  Mallet-Prevost.  As  attorneys.     The  negotiations  with  Mr. 
Fuerth  resulted  in  a  contract. 
J     We  came  to  an  agi'eement  with  the  Ethelburga  Syndicate  on  De- 
Icember  9,  1911,  an  agreement  which,  I  might  say  in  advance,  was 
/  never  carried  out.    The  agreement  that  was  carried  out  was  subse- 
quently negotiated,  and  therefore  the  terms  of  this  agreement  are  not 
particularly  important,  but  I  will  give  them  very  briefly.     The  face 
value  of  the  bonds  was  to  be — the  agreement  was  made  subject  to 
the  approval  of  a  cerain  number  of  the  holders  of  the  bonds,  I  think 
of  a  million  pounds.     That  is  to  say,  when  the  holders  of  a  million 
pounds  of  bonds  had  deposited  their  bonds,  and  had  signified  their 
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acceptance  of  the  terms  of  this  agreement,  it  should  become  effective,  i 
Those  bonds  were  to  be  stamped  so  as  to  show  that  they  were  under  / 
the  terms  of  this  contract.     Their  face  vahie  was  reduced  to  85  per  ,4 
cent.     The  interest  continued  at  6  per  cent.  •  I 

Secretary  Bryan.  Were  those  the  bonds  that  had  been  sold  for  75  \ ' 
per  cent?  ; 

Mr.  Mallet-Prevost,  Yes.  Furthermore,  it  was  stipulated  that 
the  Ethelburga  Syndicate  and  the  holders  of  those  bonds  should 
waive  all  security  which  had  been  granted  to  them  under  their  con- 
tracts. That  is,  the  liquor  monopoly,  the  tobacco  monopoly,  the  rail- 
roads, and  so  on,  and  should  only  have  the  customs  as  a  security,  and 
it  was  agreed  that  those  customs  should  continue  to  be  collected  as 
they  were  being  collected  under  the  treasury  bills  agreement  with 
Brown  Bros,  and  Seligman.  That  is  to  say,  by  an  American  col- 
lector general,  and  if  that-  system  of  collection  should  at  any  time 
cease  the  bonds  should  go  back  to  par.  ^ 

Senator  HrrcHCOCK.  At  what  discount  were  they  to  be  ? 

Mr.  Mallet-Prevost.  They  were  to  be  at  85.     It  was  furthermore  f^ 
agreed  that  the  sum  which  was  deposited  in  London,  and  which  atj 
that  time  amounted  to  about  £3XljT30,  with  interest,  should  be  turned  ^^ 
over  to  the  bankers  for  the  "Benefit  of  Nicaragua. 

Senator  Pomerene.  May  I  ask  you  a  question  if  it  will  not  inter- 
rupt you?  These  bonds,  as  I  understand,  were  to  be  adjusted  on  a 
basis  of  85  per  cent.     I  am  correct  in  that,  am  I  not? 

Mr.  Mallet-Prevost.  Not  to  be  adjusted.  Their  face  value  was 
to  be  reduced  to  that,  and  they  were  to  be  left  outstanding. 

Senator  Pomerene.  You  made  a  statement  a  while  ago  that  the 
svndicate  had  disposed  of  these  bonds.  Did  you  have  the  consent  of 
the  bona  fide  holders? 

Mr.  Mallet-Prevost.  It  was  conditioned  on  their  coming  in  and 
approving  it. 

Senator  Pomerene.  I  missed  that.  f^ 

Mr.  Mallet- Prevost.  The  Ethelburga  Sy indicate  also  surrendered 
the  claim  which  it  claimed  to  have  under  that  second  contract,  to 
construct  a  railroad,  and  the  syndicate  and  the  Republic  were  to 
exchange  mutual  releases.  In  other  words,  what  we  secured  was 
practically  all  we  could  have  hoped  to  secure  as  the  result  of  a  liti- 
gation to  get  this  money,  and  in  addition  to  that  we  secure  a  reduc- 
tion of  the  face  value  of  the  bonds  from  par  to  85  per  cent. 

Senator  Williams.  I  understand  that  Nicaragua  was  at  liberty  ' 
at  any  time  to  enter  the  market  and  pay  them  for  those  bonds  ? 

Mr.  Mallet-Prevost.  Yes;  to  retire  them  at  89,  and  after  1922  at 
85,  and  they  could  buy  them  at  any  price. . 

(Copy  of  the  full  text  of  the  contract  of  December  9,  1911,  between 
the  Republic,  the  Ethelburga  Syndicate,  and  assenting  bondholders 
appears  in  the  appendix.) 

Senator   Hitchcock.  What  was  the  inducement  you  could   offer    - 
the  Ethelburga  Syndicate  to  make  this  scaliiig  down?  n 

Mr.  Mallet-Prevost.  We  simply  said  that  if  they  did  not  do  it\v 
we  were  not  going  to  pay  interest  on  their  bonds.     We  took  a  high-  \\ 
handed  position  in  this  matter.     We  told  them  that  we  considered  j  ] 
this  contract  was  a  perfectly  invalid  contract,  and  if  they  did  not  I  < 
make  a  settlement  with  us  we  were  going  to  sue  them  in  the  English 
courts. 
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Senator  Smith  of  Michigan.  The  effect  of  that  was  to  bear  the 
price,  was  it  not  ? 

Mr.  Mallet- Prevost.  Xo;  I  think  not.     I  think  when  you  come 

to  see  the  prices  of  those  bonds  there  was  not  very  much  fluctuation 

I  between  the  highest  and  the  lowest.     I  was  looking  at  the  figures 

the  otlier  day,  and  it  was  only  about  20  points.     I  think  the  lowest 

'was  62  and  the  highest  82. 

Senator  Smitpi  of  Michigan.  You  are  speaking  now  of  the  market 
fluctuation  ? 

Mr.  Mallet- Prevost.  Yes. 

Senator  Smith  of  Michigan.  I  am  speaking  now  of  the  effect  upon 
private  holders.  It  must  have  been  to  bear  their  value,  a  statement 
that  they  w^ere  not  valid? 

Mr.  Mallet- Prevost.  We  did  not  put  those  statements  out  to  the 
public.  Those  were  statements  we  made  use  of  in  our  private  con- 
ferences with  Mr.  Fuerth. 

Senator  Smith  of  Michigan.  Mr.  Fuerth,  as  the  president  of  the 
Ethelburga  Syndicate,  must  have  felt  that  the  value  of  those  bonds 
was  in  your  hands  when  you  said  you  would  withhold  the  customs 
and  would  not  pay  the  interest? 

Mr.  Mallet- Prevost.  He  expressed  himself  very  differently,  Sena- 
tor. I  do  not  know  Avhat  his  innermost  thoughts  were,  but  he  pre- 
tended to  be  very  brave  about  it,  and  not  care  at  all  what  we  did. 

Senator  Hitchcock.  At  what  time  were  these  fluctuations  you 
speak  of,  from  62  to  82? 

Mr.  Mallet-Prevost.  I  do  not  know,  but  I  know  my  clients  have 
got  that  from  the  records,  and  they  will  present  it  to-morrow,  and 
then  you  will  have  it  accurately,  and  I  w^ould  rather  you  would  have 
it  in  that  shape,  if  it  is  agreeable  to  you. 

'      Mr.  Fuerth  went  back  to  London,  and  then  he  found  that  the 

I  Ethelburga  Syndicate,  which  we  understood  he  was  the  body  and 

eoul  of,  refused  to  approve  his  contract,  and  the  whole  thing  fell 

through.     The  matter  was  in  that  condition 

^  Senator  Smith  of  Michigan.  What  date  was  that? 

Mr.  Mallet-Prevost.  It  must  have  been  some  time  in  January  of 
1912,  I  should  say.  The  matter  stood  in  that  way  until  March  or 
April  of  1912,  when  Mr.  James  P.  Cooper,  the  secretary  of  the  Cor- 
poration of  Foreign  Bondholders  of  London,  took  the  matter  up  and 
came  to  New  York  to  see  if  he  could  negotiate  a  settlement  with 
the  bankers.  We  had  very  extended  negotiations  with  him,  which 
finally  resulted  in  certain  contracts,  and  those  are  the  contracts  which 
are  now  effective.  The  tenns  were  substantially  these — I  have  copies 
of  all  those  contracts,  which  I  will  furnish  the  committee.  Mr. 
Cooper  refused  to  consider  any  reduction  of  the  par  value  of  the 
bonds,  and  we  took  another  tack,  and  instead  of  getting  a  reduction 
of  the  par  value  we  got  a  reduction  of  the  interest  from  6  per  cent  to 
5  per  cent,  believing  that  that  was  a  verv  substantial  saving  for  Nica- 
ragua, as  they  were  37-year  bonds,  and  it  made  an  ultimate  saving  of 
over  $2,000,000.  The  fund  that  was  in  London,  tliat  .€379,000,  was 
disposed  of,  briefly,  as  follows — at  that  time  there  was  one  coupon 
overdue  and  another  coupon  about  to  fall  duo.  It  was  agreed  that 
those  coupons  should  be  paid  out  of  tliat  London  fund,  also  that  pro- 
vision should  be  made  for  the  payment  of  still  one  more  coupon,  and 
for  the  payment  of  the  sinking  fund  accrued  and  to  accrue  up  to  the 
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payment  of  that  last-mentioned  coupon.  The  exact  amounts  that 
were  to  be  set  aside  for  that  purpose  I  have  not  here,  but  they  will  be 
furnished  you  by  the  bankers  in  connection  with  their  full  account  of 
the  matter.  The  balance  of  the  money  was  to  be  paid  over  to  the 
bankers  for  account  of  Nicaragua,  and  I  will  come  in  a  moment  to  a 
contract  which  the  bankers  made  with  Nicaragua,  and  which  dealt 
with  the  distribution  of  the  moneys  so  coming  into  their  hands. 
These  1909  bonds  were  to  be  continued  to  be  secured  by  the  customs 
of  Nicaragua,  which  Avere  to  be  continvied  to  be  collected  as  they  were 
being  collected  at  that  time  under  the  treasury  bills  agreement  of 
September  1,  1911,  it  being  provided  that  if  that  method  of  collection 
should  at  any  time  cease  the  interest  on  the  bonds  should  go  back 
from  5  to  6  per  cent. 

Senator  Smith  of  Michigan.  That  is,  you  were  handling  the  cus- 
toms yourselves  ? 

Mr.  Mallet- Prevost.  We  were  not  handling  them.  We  had  nomi- 
nated the  collector  who  had  been  approved  by  the  Secretary  of  State 
of  the  United  States,  and  who  had  been  appointed  by  Nicaragua,  and 
there  our  intervention  ceased.    We  were  not  handling  it. 

Senator  Smith  of  Michigan.  How  was  he  paid  ? 

Mr.  Mallet- Prevost.  He  was  paid  by  Nicaragua. 

Senator  Smith  of  Michigan.  Through  the  bankers  ? 

Mr.  Mallet-Prevost.  No  ;  out  of  the  customs  collections. 

Senator  Smith  of  Michigan.  Was  he  not  paid  through  the  bankers? 

Mr.  Mallet-Prevost.  No;  we  approved,  in  the  first  place,  the 
amount  he  was  to  get.  We  agreed  with  Nicaragua  what  his  salary 
was  to  be,  and  since  that  time  he  has  been  conducting  his  office  and 
making  his  reports,  copies  of  which  have  been  filed  with  the  State 
Department  here.  He  has  full  accounts  showing  what  has  been  paid 
for  salaries.    So  w«  have  nothing  to  do  with  it. 

Senator  Smith  of  Michigan.  Then  Mr.  Ham's  services  are  in  no 
manner  covered  by  any  agreement  you  have? 

Mr.  Mallet-Prevost.  No;  his  services  are  personal;  and  we  have 
an  agreement  that  the  customs  shall  be  collected  in  that  manner,  but 
we  personally  have  no  connection  with  their  collection. 

Senator  Smith  of  Michigan.  Oh,  I  understand;  but  this  must  be 
acceptable  to  you,  and  it  was  acceptable  to  you,  and  an  American  was 
put  in  charge  ? 

Mr.  Mallet-Prevost.  Yes;  quite  so. 

Senator  Williams.  Your  object  in  getting  a  man  that  was  ap- 
proved by. you,  I  take  it,  was  to  prevent  unnecessary  leaks  in  the  col- 
lections ? 

Mr.  Mallet-Prevost.  Not  only  unnecessary  leaks,  but  to  introduce 
business  methods,  which  they  were  perfectly  ignorant  of  at  that  time. 
Even  assuming  that  there  was  no  dishonesty  in  their  collection,  there 
was  great  inefficiency,  and  experience  has  shown  that  a  year  or  two 
after  Col.  Ham  took  charge  he  made  the  collections  almost  double.  It 
has  since  gone  down  because  of  the  dreadful  commercial  conditions 
that  exist  there  to-day.    They  are  simply  deplorable. 

Senator  Williams.  Was  that  due  in  any  degree  to  an  increase  of 
taxation? 

Mr.  Mallet-Prevost.  There  has  been  no  increase  of  taxation.  It- 
has  been  due  in  a  great  measure  to  the  revolution  they  had  in  1912, 
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which  played  havoc  with  them,  and  the  fact  that  their  crops  have 
been  poor  crops  since. 

Senator  Williams.  It  has  been  due  to  an  increased  efficiency  of 
administration,  then? 

Mr.  Mallet-Prevost.  Entirely.  We  also  secured  in  that  settle- 
ment the  privilege  for  Nicaragua  instead  of  calling  in  those  bonds 
at  par,  which  was  the  figure  fixed  in  the  1909  agreement — we  se- 
cured for  Nicaragua  the  privilege  of  calling  those  bonds  in  at  93, 
if  she  availed  herself  of  that  privilege  within  two  jenrs  from  that 
date ;  at  94,  if  within  four  years,  and  at  95,  if  within  six  years,  and 
thereafter  at  par. 

Senator  Smith  of  Michigan.  Did  you  have  anything  to  do  with 
fixing  the  salary  of  Mr.  Ham? 

Mr.  Mallet- Pre vosT.  Do  you  mean  personally? 

Senator  Smith  of  Michigan.  No;  I  mean  your  firm? 

Mr.  Mallet- Prevost.  We  discussed  it,  my  firm — do  you  mean  the 
bankers  ? 

Senator  Smith  of  Michigan.  Yes. 

Mr.  Mallet-Prevost.  Oh,  we  discussed  it  with  Col.  Ham.  We 
discussed  it  here  with  the  department,  and  we  discussed  it  with 
Nicaragua,  and  it  was  finally  agreed  that  that  figure  should  be  paid. 

Senator  Smith  of  Michigan.  How  much  ? 

Mr.  Mallet-Prevost.  I  think  it  is  $10,000  a  year. 

Senator  Smith  of  Michigan.  In  gold? 

Mr.  Mallet-Prevost.  In  gold,  and  he  has  saved  that  amount  to 
Nicaragua  many  times  over.  Under  this  settlement  contract  the 
Ethelburga  Syndicate  also  surrendered  its  alleged  right  to  construct 
the  railroad  from  the  Atlantic  coast,  turned  over  to  Nicaragua  what- 
ever material  had  been  purchased  for  that  purpose,  and  releases  were 
exchanged  between  the  syndicate  and  the  Government,  and  the  bal- 
ance of  the  money  which  was  deposited  in  London,  after  a  provision 
being  made  for  the  purpose  I  have  stated,  was  turned  over  to  the 
bankers  for  the  benefit  of  Nicaragua.  That  contract  was  concluded 
on  May  25,  1912. 

The  Chairman.  Do  you  recall  how  much  was  turned  over  to 
Nicaragua  for  her  Government? 

Mr.  Mallet-Prevost.  I  do  not,  but  you  will  get  that  exactly  to 
the  cent  from  the  accounts  which  the  bankers  will  present,  but  I 
can  tell  you  in  a  general  way  what  was  arranged  should  be  done 
with  that  money,  because  that  was  the  subject  of  a  private  contract. 
What  I  mean  is,  it  had  nothing  to  do  with  the  other,  the  public  con- 
tract. It  was  a  separate  contract  made  with  the  bankers,  conchided 
May  25,  the  same  day  that  the  settlement  was  made  with  Mr.  C(Miper, 
representing  the  Corporation  of  J'oreign  Bondholders.  I  might  say 
that  that  agreement  of  Mr.  Cooper  was  conditioned  upon  its  l)eing 
approved  by  a  certain  majority  of  the  bondholders,  and  tiiat  ap- 
proval was  ultimately  obtained.  On  behalf  of  Nicaragua,  the  con- 
tract was  approved  by  the  Nicaraguan  Congi-ess,  and  on  behalf  of  the 
English  bondholders,  I  think  that  practically  up  to  this  time  every 
bond  has  come  in.  There  may  be  a  liMndful  of  scattered  bonds  that 
.have  never  turned  up,  but  practically  all  of  the  bonds  have  been 
turned  in  and  accepted,  and  so  it  is  a  contract  that  is  absolutely  closed 
on  both  sides. 
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Senator  Smith  of  Michigan.  Do  you  refer  only  to  the  Ethelburga 
bonds  when  you  say  that? 

Mr.  Mallet- Prevost.  Oh,  yes ;  only  to  the  Ethelburga  bonds. 

Senator  Smith  of  Michigan.  You  do  not  refer  to  the  bonds  of 
1909  ?  • 

Mr.  Mallet- Prevost.  Those  are  the  Ethelburga  bonds. 

Senator  Smith  of  Michigan.  No. 

Mr.  Mallet-Prevost.  1909 — yes,  Senator.  You  refer  to  the  1904 
bonds  or  the  1886  bonds  ? 

Senator  Smith  of  Michigan.  I  refer  to  the  1904  bonds. 
.    Mr.  Mallet-Prevost.  I  thought  you  said  1909.     No;  that  is  not 
so  with  reference  to  the  1904  bonds. 

Senator  Smith  of  Michigan.  I  refer  to  that  bond  [showing  bond 
to  witness]. 

Mr.  Mallet-Prevost.  That  is  a  1904  bond.  Most  of  those  have 
been  paid.  I  think  very  few  of  them  are  outstanding.  I  think  we 
paid  some  recently.  Seventeen  thousand  dollars  was  paid  off  on  the 
15th  of  June,  1914. 

Senator  Smith  of  Michigan.  To  the  extent  they  are  out  it  has  not 
been  closed? 

Mr.  Mallet-Prevost.  No;  I  was  referring  to  the  closing  of  the 
1909  bonds.  As  to  the  1886  bonds,  I  doubt  whether  there  are  any 
of  them-  outstanding. 

Mr.  KoHLMANN.  I  think  there  are  two. 

Senator  Root.  How  many  of  the  1904  bonds? 

Mr.  Mallet-Prevost.  $30,000  outstanding.  There  are  available 
certain  1909  bonds  which  have  been  kept  for  the  purpose  of  convert- 
ing those  few  1886  and  1904  bonds,  and  we  are  ready  to  do  it  at  any 
moment  they  present  their  bonds. 

Senator  S^iith  of  Michigan.  They  are  now  due? 

Mr.  Mallet-Prevost.  Not  those.  Those  that  have  come  due  have 
been  paid. 

The  Chairman.  Some  of  them  are  due,  but  they  are  of  different 
maturities. 

Mr.  Mallet-Prevost.  Those  that  have  come  due  have  been  paid. 

Senator  Smith  of  Michigan.  They  mature  in  five-year  periods. 
Here  is  one  that  has  become  due  and  that  has  not  been  paid. 

Mr.  Mallet-Prevost.  All  the  bonds  that  have  become  due  have 
been  paid. 

Senator  Smith  of  Michigan.  I  think  it  is  due  whenever  there  is  a 
failure  to  pay  the  coupon,  is  it  not,  and  the  coupons  are  not  paid. 

Senator  Shively.  Let  me  see  that  bond. 

The  Chairman.  When  is  this  bond  due  ? 

Senator  Shively.  1919. 

Senator  Smith  of  Michigan.  It  is  due  Avhen  there  is  a  default  on 
it,  and  it  is  defaulted  in  interest. 

Senator  Shively.  Has  it  been  presented? 

Senator  Smith  of  Michigan.  It  has. 

The  Chairman.  Will  this  issue  of  bonds,  Mr.  Mallet-Prevost,  be 
taken  up  by  exchange,  the  bonds  that  you  speak  of  being  used 
for  exchange  with  the  issue  of  1909  ? 

Mr.  Mallet-Prevost.  Yes ;  the  bankers  have  bonds  in  their  hands, 
ready  at  any  moment  to  exchange  them. 

The  Chairman.  For  this  issue  of  1904? 
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Mr.  Maixet-Prevost.  Yes. 

The  Chairman.  Senator  Smith  says  this  bond  has  been  presented 
for  payment. 

Senator  Smith  of  Michigan.  I  said  the  coupons  had  been  presented 
and  they  have  not  been  paid. 

Senator  Shively.  Do  you  mean  that  there  is  a  forfeiture  under 
the  contract? 

Senator  Smith  of  Michigan.  I  do. 

Mr.  Mallet- Prevost.  The  15th  of  this  month  the  bankers  received 

a  cable  authority  from  the  Government  to  pay  the  interest  on  all 

those  bonds,  and  if  that  bond  will  be  presented  now,  the  interest 

will  be  paid. 

J  Senator  Smith  of  Michigan.  That  is   what   Brown   Bros,   have 

[  written  to  the  holders  of  these  bonds  a  good  many  times. 

Senator  Williams.  "Who  owns  that  bond? 

Senator  Smith  of  Michigan.  I  am  not  going  to  say  who  owns  it. 
I  am  not  on  the  witness  stand. 

Senator  Williams.  I  just  asked  you  for  curiosity. 

Senator  Smith  of  Michigan.  I  will  show  you  the  bond.  I  am 
not  on  the  witness  stand,  and  I  do  not  propose  to  be  addressed  in  that 
way.     Whatever  I  have  here  is  the  committee's. 

Senator  Williams.  It  is  just  idle  curiosity  on  my  part.  If  you 
do  not  want  to  satisfy  it  I  do  not  care. 

The  Chairman.  Proceed  with  your  statement,  Mr.  Mallet-Prevost. 

Mr.  Mallet-Prevost.  The  contract  which  was  executed  between 
the  bankers  and  Nicaragua,  and  which  was  for  the  purpose  of  deter- 
mining what  disposition  should  be  made  of  the  funds  which  the 
bankers  were  to  receive  from  the  Ethelburga  Syndicate,  provided 
substantially  as  follows:  The  first  one  is  that  the  bankers  should 
waive  a  lien  which  I  forgot  to  mention.  Under  the  supplemental 
loan  agreement  of  March  26,  1912,  in  addition  to  other  security,  the 
£  bankers  had  been  given  a  lien,  as  you  will  recall,  for  that  755,000 
i  ^  pounds  upon  the  Government's  claim  against  the  Ethelburga  Syndi- 
cate, and  the  funds  which  were  at  that  time  deposited  in  London,  and 
therefore  in  order  to  carry  out  the  contract  which  we  negotiated 
with  the  Corporation  of  Foreign  Bondholders,  the  first  thing  that  was 
necessary  was  for  the  bankers  to  waive  their  rights  to  that  lien,  which 
they  did.  It  was  also  provided  that  the  money  required  under  con- 
tract with  the  Corporation  of  Foreign  Bondholders  for  the  pay- 
ment of  coupons,  and  so  on,  should  be  paid.  It  was  then  provided 
that  $500,000  should  be  set  aside  for  the  currency  reform.  You  will 
A  recall  the  purpose  of  the  March  26,  1912,  contract,  the  supplementary 
loan  contract,  was  to  provide  $500,000  credit  for  the  currency  fund. 
(That  credit  had  not  been  drawn  against,  and  therefore  when  this 
contract  was  made  it  was  provided  that  the  bankers  should  be  re- 
leased from  that  obligation  of  $500,000,  and  that  in  place  of  that 
there  should  be  substituted,  for  currency  purposes,  $500,000  in  cash, 
being  part  of  the  proceeds  of  the  amount  which  had  been  deposited 
in  London. 

It  was  also  provided  with  reference  to  the  $255,000  wliich  the 

bankers  had  agreed  to  advance  that,  in  so  far  as  they  had  advanced 

it,  whenever  that  fund  should  come  into  their  hands  from  I^ondon 

1 1  that  they  would  repay  themselves  so  as  to  liquidate  that.     In  other 

words,  the  main  purpose  of  this,  apart  from  lifting  the  lien  on  those 
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funds  and  making  it  possible  to  carry  out  the  agreement  with  the  , 
foreign  bondholders,  was  to  reestablish  the  bankers  in  the  position  j  • 
they  were  in  before  they  made  the  supplementary  loan  agreement, ' 
which  had  been  forced  jjpon  them  by  the  circumstances  of  the  case,  i 
The  balance  of  the  moneys  were  to  be  applied  to  the  payment  of 
overdue  interest  on  the  treasury  bills,  which  had  been  issued  in  1911, 
and  to  the  retirement  of  those  bills.     No  interest  had  been  paid  on 
the  million  and  a  half,  and  none  of  them,  I  think,  had  been  retired 
up  to  that  time,  had  they? 

Mr.  KoHLMANN.  Some  of  them  had  been  retired  from  customs 
collections. 

Mr.  Mallet-Prevost.  Well,  some  of  them  had  been  retired,  but 
very  few.  But  the  balance  of  the  proceeds  of  that  loan  was  to  be 
applied  to  liquidate  that  indebtedness,  and  that  contract  was  made 
on  May  25,  1912,  and  was  subsequently  approved  by  the  Executive 
of  Nicaragua  pursuant  to  congressional  authority. 

Senator  Smith  of  Michigan.  That  is,  you  differentiate  between  the 
legislative  and  the  executive  department  in  that  statement? 

Mr.  Mallet-Prevost.  Yes.  The  executive  was  acting  under  legis- 
lative authority,  a  special  act  having  been  passed. 

Senator  Smith  of  Michigan.  Under  general  authority  or  special? 

Mr.  Mallet-Prevost.  Special. 

(The  full  text  of  the  two  agreements  of  May  25,  1912,  between  the 
Republic  of  Nicaragua  and  the  Corporation  of  Foreign  Bondholders 
and  of  two  letters  bearing  the  same  date  and  exchanged  between  the 
parties  to  said  agreements  and  of  the  agreement  of  May  25,  1912, 
between  the  Republic  and  the  bankers  is  as  follows:) 

Republic  of  Nicaragua  and  the  Corporation  of  Foreign  Bondholders. 

agreement. 

Dated  May  25,  1912. 

Agreement  made  in  the  city  of  New  Yorlv  this  25th  day  of  May,  1912,  between 
the  Republic  of  Nicaragua,  hereinafter  called  the  "  Republic,"  party  of  the  first 
part,  represented  by  Brown  Bros.  &  Co.  and  J.  &  W.  Seligman  &  Co.,  copartner- 
ships doing  business  in  the  city  of  New  York,  hereinafter  called  the  "  Bankers," 
and  the  Corporation  of  Foreign  Bondholders,  of  London,  a  body  politic  organ- 
ized under  an  act  of  Parliament  of  the  Kingdom  of  Great  Britain  and  Ireland, 
hereinafter  called  the  "  Corporation,"  party  of  the  second  part,  witnesseth : 

Whereas  the  parties  hereto  are  about  to  execute  an  agreement,  a  copy  of 
which,  marked  "  Schedule  A,"  is  hereto  annexed ;  and 

Whereas  it  is  in  article  first  of  said  agreement  provided  as  follows : 

"  This  agreement  shall  take  effect  only  when  and  in  case  the  Bankers  and 
the  Corporation  shall  declare  the  same  to  be  operative.  Said  declaration,  in 
order  to  be  effective,  shall  be  in  writing,  signed  by  the  Bankers  and  the  Cor- 
poration or  by  their  duly  authorized  representatives,  and  shall  be  exchanged 
between  the  parties  on  or  before  the  30th  day  of  .Tune,  1912,  or  within  such 
further  period  or  periods  as  the  Bankers  and  the  Corporation  may  agree." 
and 

Whereas  it  is  further  provided  in  said  agreement  in  article  seventh  thereof 
that  the  sinking  fund  therein  mentioned  shall  be  administered  in  such  manner 
and  form  and  subject  to  such  limitations  regarding  the  obligations  and  liabili- 
ties of  the  bank  or  bankers  charged  with  the  service  of  the  loan  as  may  be 
agreed  upon  between  the  Bankers  and  the  Coriwration  : 

Now,  therefore,  in  consideration  of  the  premises  and  of  the  mutual  covenants 
and  undertakings  hereinafter  contained,  and  for  the  purpose  of  giving  effect 
to  the  above  provisios  of  Schedule  A.  it  is  hereby  agreed  as  follows,  to  wit: 

Article  first.  Agreement,  "  Schedule  A,"  copy  of  which  is  hereto  annexed, 
shall  become  operative  and  the  declaration  referred  to  in  article  first  of  said 
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agreement  shall  be  made  and  filed  only  when  and  in  case  the  following  condi- 
tions precedent  shall  have  been  complied  with  on  or  before  June  30,  1912,  or 
within  such  further  period  or  periods,  if  any,  as  the  Bankers  and  the  Con^ora- 
tion  may  agree : 

(1)  That  the  total  par  value  of  1900  bonds  deposited  under  said  agreement, 
"  Schedule  A,"  shall  amount  to  such  sum  as  may  be  agreed  upon  between  the 
Corporation  and  the  Bankers. 

(2)  That  the  sum  of  £371.730  heretofore  deposited  with  the  Anglo-South 
American  Bank  (Ltd.),  or  elsewhere,  with  interest  from  December  9,  1911,  to 
the  date  of  payment,  at  a  rate  1  per  cent  below  the  ruling  Bank  of  England 
rate,  shall  be  paid  to  Brown,  Shipley  &  Co.,  in  London,  for  account  of  the 
Bankers,  who  shall  receive  it  as  trustees  for  the  purposes  of  this  agreement. 
Said  sum  of  £371,730,  when  so  paid,  shall  be  deemed  to  be  the  amount  for  which 
the  Ethelburga  Syndicate  (Ltd.),  of  London,  hereinafter  called  the  "Syndi- 
cate," is  accountable;  subject,  however,  to  verification  by  the  Bankers  of  the 
Syndicate's  accounts  (the  payment  of  July  1.  1911,  coupons  to  be  deemed  a 
proper  disbursement)  between  June  30,  1911,  on  which  date  the  balance  in  the 
hands  of  the  Syndicate  was  £393,378  17s.  lid.,  and  December  9,  1911. 

(3)  That  there  shall  be  deposited  with  Brown.  Shipley  &  Co.  proof  satisfac- 
tory to  said  Bankers  that  the  Syndicate  has  discharged  the  loan  of  £50,000  by 
the  London  Bank  of  Mexico  and  South  America  (Ltd.)  and  the  loan  of  £2,300 
by  the  Syndicate,  both  of  said  loans  having  been  made  to  the  Republic. 

(4)  That  there  shall  be  delivered  to  Brown,  Shipley  &  Co.  for  account  of 
the  Bankers  the  bonds  or  other  evidence  of  indebtedness  of  the  "  English  "  and 
"  New  Orleans  "  loans  mentioned  in  a  certain  contract  dated  January  19,  1909, 
between  the  Republic  and  the  Syndicate,  which  said  Syndicate  may  have  re- 
deemed or  converted  out  of  the  fund  of  £500.000  of  1909  bonds  therein  agreed 
to  be  set  aside  for  that  special  purpose,  and  that  in  case  any  portion  of  said 
"  English  "  and  "  New  Orleans "  loans  should  still  be  outstanding  there  shall 
be  delivered  to  said  Brown,  Shipley  &  Co.  1909  bonds  to  an  amount  which  at 
par  shall  bear  the  same  proportion  to  said  £500,000  of  bonds  as  the  par  value 
of  the  "  English  "  and  "  New  Orleans  "  loans  still  outstanding  may  bear  to  the 
total  par  value  of  such  loans  as  they  were  outstanding  on  January  19,  1909. 

(5)  That  any  other  1909  bonds  which  may  still  remain  unissued  in  the  hands 
of  the  Syndicate  shall  be  delivered  to  Brown,  Shipley  &  Co.  for  account  of  the 
Bankers. 

(6)  That  there  shall  be  transferred,  assigned,  and  delivered  to  the  Republic 
by  proper  instruments  all  railroad  and  other  materials  which  may  have  been 
purchased  and  paid  for  by  the  Syndicate,  for  account  of  the  Republic,  destined 
Cor  use  in  connection  with  the  projected  railroad  from  the  Great  Lakes  of 
Nicaragua  to  the  Atlantic  Ocean,  together  with  proof  satisfactoi*y  to  said 
Bankers  of  such  purchase  and  payment;  also  all  engineering  surveys,  reports, 
maps,  data,  and  other  information  which  the  Syndicate  may  have  or  be  entitled 
to  receive  regarding  said  projected  rnilroad. 

(7)  That  all  contracts  not  actually  carried  out  which  the  Syndicate  may 
have  made  either  for  the  purchase  of  further  materials  or  for  work  done  upon 
or  in  connection  with  said  projected  railroad  sliall  be  canceled,  and  that  there 
shall  be  delivered  to  Brown,  Shipley  &  Co.  an  undertaking  on  the  part  of  said 
Syndicate  that  it  shall  forever  hold  the  Republic  harmless  from  any  and  all 
claims  which  may  arise  by  reason  of  any  act  or  thing  done  by  the  Syndicate  in 
that  regard:  Provided,  however.  That  out  of  the  moneys  to  be  received  as 
in  paragraph  2  of  this  article  set  forth  the  Bankers  shall,  uixm  presentation  of 
proi)er  vouchers  or  other  proof  satisfactory  to  them,  rei)ay  or  cause  to  be  re- 
paid to  the  Syndicate,  or  otherwise  disch.-irge  or  cause  to  be  discharged,  such 
amounts,  not  exceeding  £1,200  in  the  aggregate,  as  the  Syndicate  may  pay  or 
be  liable  for,  on,  or  in  connection  with  the  cancellation  of,  certain  contracts 
for  services  between  the  Syndicate  and  two  of  its  engineers. 

(S)  That  the  Syndicate  shall  release  the  Republic  from  any  and  all  li.-ibilities 
and  oblig-itions  existing  prior  to  the  date  hereof,  and  shall  cancel  all  ctnitr.icts 
or  concessions  with  or  from  the  Rei)ublic  which  the  Syndicate  may  have  or 
claim  to  have. 

(0)  That  there  shall  be  delivered  to  Brown.  Shipley  &  Co.  for  account  of 
the  P.nnkers  all  1909  bonds  heretofore  purcliased  or  redeemed  by  operation  )f 
the  sinking  fund. 

Article  s<'Cond.  The  Corporation  shall  use  its  best  efl'orls  and  endeavors  to 
obttiin  the  deposit  of  1909  bonds  by  the  holders  thereof,  as  itrovided  in  this 
ngreement  and  in  agreement  "Schedule  A";  it  shall  also  use  its  l>est  efforts 
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and  endeavors  to  cause  the  Syndicate  to  comply  with  the  various  conditions 
set  forth  in  the  precedinj^  article;  but  in  case  of  the  failure  of  the  Corporation 
to  accomplish  the  above,  no  liability  shall  attach  to  it  by  reason  of  such 
failure. 

Article  third.  In  case  agreement  "  Schedule  A"  shall  not  become  operative 
as  aforesaid  by  or  before  June  30,  1912,  or  within  such  further  period  or  i)eriods 
as  the  Bankers  and  the  Corporation  may  agree,  nothing  herein  contained  shall 
alter  or  affect  the  present  legal  relations  of  the  parties  hereto  to  ench  other  or 
the  relations  of  the  Republic  to  the  holders  of  bonds  known  as  the  Republic  of 
Nicaragua  6  per  cent  gold  bonds,  1909,  whose  rights  and  obligations  as  regards 
each  other  shall  continue  as  they  were  prior  to  the  execution  hereof,  and  in  all 
respects  the  same  as  if  the  present  agreement  and  said  agreement  "  Schedule  A" 
had  not  been  made. 

Article  fourth.  If  agreement  schedule  A  shall  become  operative  as  aforesaid 
by  or  before  June  30,  1912.  or  with  such  further  period  or  periods  as  the 
Bankers  and  the  Corporation  may  agree,  the  Bankers  shall  out  of  the  moneys 
to  be  received  by  them  in  accordance  with  the  provisions  of  paragraph  2  of 
article  first  above  deposit  with  the  Corporation  for  the  purposes  mentioned  in 
article  sixth  of  agreement  schedule  A,  the  sum  of  one  hundred  twenty-five 
thousand  nine  hundred  forty  pounds  (£125,940),  which  sum,  when  received, 
shall  be  held  by  the  Corporation  as  a  trust  fund  and  shall  be  applied  and  dis- 
posed of  by  it  as  in  said  article  sixth  of  agreement  schedule  A  provided.  All 
interest  coupons  paid  by  the  Corporation,  and  all  bonds  purchased  or  redeemed 
as  in  said  article  sixth  of  schedule  A  provided,  shall  be  cancelled  by  the  Cor- 
poration immediately  after  such  payment  purchase,  or  redemption,  and  shall 
thereupon  be  delivered  to  the  Bankers  for  account  of  the  Republic. 

Article  fifth.  The  corporation  shall  do  or  cause  to  be  done,  either  directly  or 
through  such  intermediaries  as  it  may  appoint  all  acts  and  things  which  under 
this  agreement  and  under  said  agreement  schedule  A  it  undertakes  to  do. 

Article  sixth.  The  balance  remainiug  in  the  hands  of  the  Bankers  out  of 
the  moneys  to  be  received  by  them  as  provided  in  paragraph  (2)  of  article 
first  (after  payments  to  the  Cor jk) ration  under  article  fourth  above,  and  any 
payment  made  to  the  Syndicate  under  paragraph  (7)  of  article  first,  and  also 
any  balances  received  by  the  Bankers  from  the  Corporation  under  paragraph 
(5)  of  article  sixth  of  agreement  schedule  A)  shall,  without  responsibility  on 
the  part  of  the  Corporation,  be  disposed  of  as  the  Bankers  and  the  Republic 
may  agree. 

Article  seventh.  The  sinking  fund  mentioned  in  article  seventh  of  agreement 
schedule  A  shall  be  administered  in  the  form  and  manner  following,  to  wit: 

Section.  ].  The  particular  stamped  "1909  bonds"  to  be  redeemed  on  each 
occasion  shall  be  determined  by  lot,  drawings  to  be  made  at  the  offices  of  either 
Brown,  Shipley  &  Co.,  or  of  Seligman  Bros,  in  the  city  of  Ix)ndon.  or  in  such 
other  place  or  places  as  the  Bankers  on  behalf  of  the  Republic  may  appoint. 
Such  drawings  shnll  be  held  under  the  direction  of  a  representative  of  the 
Bankers  acting  for  the  Republic  in  the  presence  of  a  notary  public,  who  shall 
officially  certify  to  such  drawings.  Drawings  for  bouds  so  to  be  redeemed 
shall  be  held  during  each  twelve  months,  beginning  with  July  1,  1913,  on  such 
date  as  the  Bankers,  acting  for  the  Republic,  may  determine. 

Sec.  2.  Forthwith  after  every  drawing  to  determine  the  particular  bonds  to 
be  redeemed  as  aforesaid  the  Bankers,  on  behalf  of  the  Rei)ublic,  shall  give 
notice  of  the  bonds  which  have  been  drawn  for  redemption  to  the  holders  of 
the  bonds  so  drawn.  Snid  notice  shall  be  by  an  advertisement  to  be  published 
not  less  than  once  a  week  for  four  successive  weeks  in  one  newspaper  of 
general  circulation  in  the  city  of  London  and  in  one  newspaper  of  general  cir- 
culation in  the  city  of  Paris,  to  be  selected  by  the  Bankers  on  behalf  of  the 
Republic,  and  in  such  other  newspapers  and  in  such  other  cities  as  the  Bankers 
may  determine,  the  first  publication  to  be  made  not  later  than  30  days  prior  to 
the  date  fixed  for  the  redeniption  of  said  bonds,  which  date  shall  be  determined 
by  the  Bankers.  Said  notice  shall  state  the  numbers  of  the  bonds  drawn  and 
the  time  and  place  or  places  for  the  surrender  and  payment  of  the  bonds  so 
to  be  redeemed. 

Sec.  3.  At  the  time  and  at  any  of  the  places  at  which  said  bonds  shall  be 
stated  in  said  notice  to  be  payable  as  aforesaid  the  holders  of  the  bond  or 
bonds  to  be  redeemed  shall  surrender  the  same  to  the  Bankers  or  to  their 
agents,  acting  on  behalf  of  the  Republic,  with  all  coupons  maturing  after  the 
date  on  which  they  are  to  be  so  redeemed,  and  upon  such  surrender  the  Bankers, 
acting  on  behalf  of  the  Republic  shall  out  of  the  sinking  fund  cause  to  be 
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paid  to  the  holder  of  such  bonds  the  amount  payable  to  him  in  respect  of  such 
redemi)tion.  The  amount  required  to  redeem  bonds  drawn  for  redemption  shall, 
from  the  date  of  such  drawing,  be  held  by  the  Bankers  as  a  special  fund  for 
the  holders  of  f?uch  bonds,  to  be  paid  out  only  on  the  presentation  and  sur- 
render of  such  bonds  with  all  coupoils  as  aforesaid,  and  such  bonds  and 
coupons  shall  not,  after  the  constitution  of  such  special  fund  be  entitled  to  the 
benefit  of  the  other  security  afforded  by  this  agreement. 

Sec.  4.  In  case  the  market  price  of  stamped  1909  bonds  shall  at  any  time  be 
at  or  below  par  and  accrued  interest,  the  Bankers  acting  on  behalf  of  the  Re- 
public, at  any  time  before  the  drawing  to  determine  the  particular  bonds  to  be 
redeemed  as  aforesaid,  may,  in  their  discretion  purchase  any  stamped  1909 
bonds  out  of  the  moneys  in  the  sinking  fund. 

Sec.  5.  All  bonds  purchased  or  redeemed  as  aforesaid  shall,  immediately  after 
such  purchase  or  redemption,  be  canceled  by  the  Bankers  and  delivered  to  the 
Republic. 

Sec.  6.  All  bonds  drawui  for  redemption  as  aforesaid  shall  cease  to  bear  in- 
terest as  from  the  date  upon  which  the  same  are  to  be  redeemed. 

Article  eighth.  The  fund  mentioned  in  subdivision  (4)  of  article  sixth  of  the 
agreement  Schedule  A,  shall  be  applied  by  the  Corporation  to  the  purchase  in 
the  open  market  of  stamped  1909  bonds  at  not  more  than  par  and  accrued  in- 
terest, or  to  the  redemption  of  stamped  1909  bonds  at  par  and  accrued  interest, 
in  the  same  manner  and  form  as  is  herein  prescribed  in  reference  to  the  appli- 
cation of  the  sinking  fund  by  the  Bankers;  drawing  for  bonds  to  be  redeemed 
out  of  said  fund  mentioned  in  subdivision  (4)  of  article  sixth  of  said  agreement 
Schedule  A  shall  be  made  on  such  date  or  dates  prior  to  December  31,  1912, 
and  at  such  place  or  places  as  the  Corporation  may  determine. 

Article  ninth.  If  and  when  this  Syndicate  shall  have  complied  with  all  the 
provisions  of  paragraphs  (2)  to  (8),  inclusive,  of  article  first,  the  Repuljlic 
shall  release  the  Syndicate  from  any  and  all  liabilities  and  obligations  existing 
prior  to  the  date  hereof. 

Article  tenth.  In  so  far  as  this  agreement  and  agreement  Schedule  A  provide 
that  the  Corporation,  the  Bankers,  or  Brown,  Shipley  &  Co.,  or  Seligman  Bros., 
or  any  other  banks  or  banking  houses  which  the  Bankers  may  designate  shall 
act  as  trustees  or  custodians  of  any  fund  or  as  fiscal  agents  for  the  Republic 
with  reference  to  the  loan  represented  by  the  stamped  1909  bonds  or  otherwise, 
such  trusts  and  agencies  are  subject  to  the  following  conditions: 

L.  They  may  at  any  time,  instead  of  acting  personally,  employ  and  appoint 
such  agent  or  agents  and  attorney  or  attorneys  as  they  may  deem  desirable. 

2.  They  shall  not  be  answerable  for  the  default  or  misconduct  of  any  agent, 
attorney,  bank,  or  banker  appointed  or  selected  by  them  for  any  purpose  here- 
under if  such  agent,  attorney,  bank,  or  banker  shall  have  been  selected  with 
reasonable  care,  nor  for  anything  whatever  in  connection  with  such  trusts  or 
agencies,  except  for  their  own  willful  misconduct. 

3.  They  shall  only  be  chargeable  for  such  moneys  as  may  be  actually  received 
by  them  from  or  for  account  of  the  Republic. 

4.  They  shall  be  protected  in  acting  u])on  any  notice,  request,  consent,  cer- 
tificate, bond,  or  other  paper  or  document  believed  by  them  to  be  genuine. 

5.  They,  or  any  of  them,  may  withdraw  and  resign  as  trustees  or  fiscal  agents 
by  giving  reasonable  notice  to  the  Republic  of  such  intention,  si)ecifying  the 
date  when  it  is  desired  such  withdrawal  shall  take  effect.  In  case  they  shall 
so  withdraw  or  resign  a  successor  or  successors  shall  be  api>ointed  by  the 
Republic.  These  provisions  shall  severally  apply  to  each  of  tlie  two  firms  consti- 
tuting the  l)ankers  herenndei-.  except  thjjt  in  case  of  the  withdrawal  or  resigna- 
tion of  either  of  said  firms  the  remaining  firm  shall  continue  to  be  trustee  or 
fiscal  agent,  and  so  long  as  such  firm  shall  so  continue  no  successor  to  the  firm 
which  may  have  thus  withdrawn  or  resigned  shall  be  appointed. 

6.  In  tlie  custody  of  moneys  hereunder  they  shall  be  liable  only  as  bankers. 
Article  eleventh.  The  Bankers  may,   on  behalf  of  the  Republic,   consent  to 

any  cliange  in  this  agreement  <»r  agreement  scbnlule  A,  and  may,  in  their  dis- 
cretion, waive  on  its  behalf  performance  by  other  parties  of  any  stipulation  or 
condition  in  said  agreements  cDutained. 

Article  twelfth.  This  agreement  shall  bind,  and  is  for  the  exclusive  benefit  ol, 
the  i)arties  hereto.  Nothing  herein  contained,  either  by  way  of  recital  or  other- 
wise, shall  be  deenied  or  (•(•nstrued  as  an  admission  by  the  Rei>ublic  in  favor 
of  tlie  hf>lders  of  any  I'.MH)  bonds  or  of  the  Ethelburga  Syndicate  (Ltd.).  or  of 
any  other  person  or  corporation,  nor  as  creating  any  trust  or  obligation  in 
favor  of,  or  conferring  any  privilege  or  benefit  whatsoever  upon,  any  holders  or 
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owners  of  any  1909  bonds  or  anj'  creditor  or  concessionaire  of  the  Republic  or 
any  person  or  corporation  claiming  to  be  such  creditor  or  concessionaire. 

Article  thirteenth.  This  agreement  shall  be  deemed  to  be,  and  shall  be  con- 
strued as,  a  New  York  contract. 

In  witness  whereof  the  Republic  has  caused  these  presents  to  be  executed  by 
the  Bankers  above  mentioned,  and  The  Corporation  of  Foreign  Bondholders  has 
caused  these  presents  to  be  executed  by  its  secretary  thereunto  duly  authorized. 

Republic  of  Nicaragua, 
By  Brown  Brothers  &  Co., 

J.  &  W.  Seligman  &  Co.,  Agents.  ■ 
The  Corporation  of  Foreign  Bondholders, 
By  James  P.  Cooper.  Secretary. 


Republic  of  Nicaragua  and  the  Corporation  of  Foreign  Bondholders. 

agreement. 

Dated  at  New  York,  May  25,  1912. 

Agreement  made  in  the  city  of  New  Y^ork.  this  25th  day  of  Mny,  1912,  be- 
tween the  Republic  of  Nicaragua,  hereinafter  called  the  "Republic,"  party  of 
the  first  \)v.vt,  represented  by  Brown  Bros.  «&  Co.  and  J.  &  W.  Seligman  &  Co., 
copartnerships,  doing  business  in  the  city  of  New  York,  hereinafter  called  the 
"  Bankers "  and  The  Corporation  of  Foreign  Bondholders  of  London,  a  body 
politic  organized  under  an  act  of  the  Parliament  of  the  Kingdom  of  Great  Brit- 
ain and  Ireland,  hereinafter  called  the  "Corporation."  party  of  the  second  part, 

Witnesseth.  that  in  consideration  of  the  mutual  covenants  and  undertakings 
hereinafter  contnined.  it  is  hereby  agreed  as  follows: 

Article  first.  This  agreement  shrftl  take  effect  only  when  and  in  case  the 
Bankers  and  the  Corporation  shall  declare  the  same  to  be  operative;  said 
declaration  in  order  to  be  effective  shall  be  in  writing  signed  by  the  Bankers 
and  the  Corporation  or  by  their  duly  authorized  representatives,  and  shall  be 
exchanged  between  the  parties  on  or  before  the  30th  day  of  June,  1912,  or 
within  such  further  period  or  periods  as  the  Bankers  and  the  Corporation  may 
agree.  In  case  said  declaration  shall  not  be  exchanged  as  aforesaid,  the  pres- 
ent agreement  shall  be  null  and  void,  and  in  that  event,  nothing  herein  con- 
tained shall  alter  or  affect  the  jn-esent  legal  rehitions  of  the  parties  hereto  to 
each  other,  or  the  relations  of  the  Republic  to  the  holders  of  bonds  known  as 
the  "  Republic  of  Nicnragua  6  per  cent  gold  bonds,  1909,"  hereinafter  called 
"  1909  bonds,"  and  the  rights  and  obligations  of  said  parties  and  said  bond- 
holders toward  each  other  shall  continue  as  they  were  prior  to  the  execution 
hereof,  and  in  nil  respects  the  same  as  if  the  present  agreement  had  not  been 
made. 

Article  second.  Any  holders  of  "1909  bonds"  may  participate  in  this  agree- 
ment by  depositing  their  said  bonds  and  all  unpaid  coupons  with  the  Corpora- 
tion or  with  such  depositaries  as  it  may  appoint.  Sucii  deposit  sh?ill  be  made 
in  such  places  and  in  such  manner  as  the  Corporation  may  determine  and 
within  such  period  as  the  Bankers  and  the  Corporation  may  agree. 

Article  third.  Upon  this  agreement  becoming  operative  as  aforesaid,  the  Cor- 
poration shall  in  such  manner  and  form  as  the  Bankers  and  the  Corporation 
may  determine,  stamp  or  cause  to  be  stamped  the  deposited  bonds  (hereinafter 
called  stamped  or  assenting  bonds),  and  also  all  coupons  attached  thereto,  ma- 
turing on  and  after  July  1,  1912. 

All  bonds  and  coupons  so  stamped  shall  be  subject  in  all  respects  to  the  pro- 
visions of  this  agreement  and  the  acceptance  of  such  bonds  by  the  depositors 
and  successive  holders  thereof  shall  constitute  an  acceptance  by  such  depos- 
itors and  holders  of  this  agreement. 

Article  fourth.  If  and  whenever  the  present  agreement  shall  become  operative 
as  aforesaid,  the  interest  upon  all  "1909  bonds"  stamped  hereunder,  represent- 
ed by  coupons  maturing  on  and  after  July  1,  1912,  shall  ipso  facto  be  and  be- 
come reduced  from  six  (6)  per  cent,  the  present  rate,  to  five  (5)  per  cent,  and 
in  that  case  the  Republic  hereby  pledges  its  faith  and  credit  to  the  due  and 
punctual  payment  of  the  par  value  of  said  bonds  when  due,  and  of  interest 
thereon  in  the  meantime  at  the  rate  of  five  (5)  per  cent  per  annum.  Said  re- 
duction, however,  is  agreed  to  only  upon  the  following  conditions: 
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(1)  That  so  long  as  any  of  the  said  stani])ed  1909  bonds,  remained  unpaid 
the  customs  revenues  of  the  Republic  shall  continue  to  be  collected  by  a  collector 
general  of  customs  api)roved  by  the  Secretary  of  State  of  the  United  States, 
and  appointed  by  the  Republic ;  and 

(2)  Tl;at  from  the  1st  of  January,  1913,  the  proportionate  amount  required 
to  be  provided  for  the  payment  in  gold  in  Europe  of  the  interest  and  sinking 
fund  of  the  assenting  bonds  and  the  expenses  of  the  debt  service  shall  be  re- 
mitted every  month  direct  by  the  collector  general  of  customs  to  the  Bankers 
in  New  York,  or  to  the  bank  or  banks  in  Europe  charged  with  the  service  of 
the  debt,  in  such  way  that  the  entire  sum  necessary  to  cover  each  half-yearly 
payment  of  interest  and  sinking  fund,  as  hereinafter  stipulated,  shall  be  in 
hand  at  least  a  fortnight  before  such  payment  falls  due. 

The  Republic  hereby  agrees  that  so  long  as  any  of  said  stamped  1909  bonds 
remain  unpaid  said  collections  by  the  collector  general  shall  continue  to  be 
made  and  remitted  in  the  manner  above  stated.  The  Republic  hereby  also 
recognizes  the  right  of  the  Bankers  and  the  Corporation  to  apply  to  the  United 
States  of  America  for  protection  against  violation  of  the  provisions  of  this 
agreement  and  for  aid  in  the  enforcement  thereof. 

Article  fifth.  After  January  1,  1913,  and  until  paid,  the  stamped  1909  bonds, 
the  reduced  coupons,  and  the  sinking  fund  hereinafter  mentioned  shall,  in  lieu 
of  any  other  security,  be  secured  by  a  first  lien  upon  the  entire  customs  revenues 
of  the  Republic.  So  long,  however,  as  the  Republic  shall  make  the  monthly 
remittances  required  for  the  service  of  the  loan  the  balance  of  such  revenues 
shall  be  available  for  the  general  purposes  of  the  Republic. 

The  Republic  undertakes  not  to  affect  or  diminish  in  any  wr.y  the  value  or 
eflaciency  of  the  security  thus  pledged  to  the  assenting  bondholders. 

The  assenting  bondholders  hereby  a^-^cept  said  customs  revenues,  collected 
and  administered  as  aforesaid,  as  the  sole  security  for  the  payment  of  the 
stamped  1909  bonds,  the  reduced  coupons,  and  the  sinking  fund,  and  hereby 
waive  and  release  any  other  security  or  any  other  claims  or  charges  uix)n  real 
or  personal  property. 

Article  sixth.  Upon  this  agreement  becoming  operative  the  Bankers  shall 
deix>sit  or  cause  to  be  deposited  with  the  Corporation  the  sum  x)f  £125.940,  which 
shall  be  held  in  trust  by  the  Corporation  and  by  it  applied  and  disposed  of  as 
follows : 

(1)  £38.440  or  so  much  thereof  as  may  be  necessary  to  the  payment  of  the 
unreduced  coupon  which  came  due  January  1,  1912,  uix)n  all  stami>ed  1909 
bonds  and  upon  all  bonds  heretofore  redeemed  and  also  to  the  payment  of 
interest  at  the  rate  of  5  per  cent  per  annum  upon  the  amount  represented  by 
said  coupon,  such  interest  to  be  calculated  from  January  1,  1912,  to  the  date 
when  said  payment  is  first  announced. 

(2)  £31,250,  or  so  much  thereof  as  may  be  necessary,  to  the  payment  of  the 
reduced  coui)on  due  on  July  1,  1912,  upon  all  stamped  "  1909  bonds  "  and  upon 
all  bonds  heretofore  redeemed. 

(3)  £31.250,  or  so  much  thereof  as  may  be  necessary,  to  the  payment  of  the 
reduced  coupon  due  on  January  1,  1913,  upon  all  stamped  "1909  bonds"  and 
upon  all  bonds  heretofore  reedeemed. 

(4)  £25,(X)0,  together  with  the  interest  payable  under  paragraphs  (1),  (2), 
and  (3)  of  this  article  on  all  bonds  heretofore  redeemed,  representing  the 
sinking  fund  corresponding  to  the  years  1911  and  1912.  shall  be  applied  to  the 
purchase  or  redemption  of  stamped  "  1909  bonds  "  in  such  manner  and  form  as 
may  be  agreed  upon  between  the  bankers  and  the  corporation  as  most  econ- 
omical for  the  Republic. 

(5)  Any  balance  remaining  in  the  hands  of  the  Corporation  on  June  30,  1913, 
or  at  such  later  date  as  the  Bankers  and  the  Corporation  may  agree,  shall  be 
paid  to  the  Bankers  for  account  of  the  Republic. 

Article  seventh.  Interest  upon  the  stampcfl  *•  liX)9  bonds"  represented  by  the 
coupons  maturing  on  and  after  July  1,  1913,  and  the  principal  of  said  stamped 
bonds  at  maturity  or  when  retleemed  by  the  sinking  fund  hereinafter  mentioned 
shall  be  payable  ui)on  surrender  of  the  corresitonding  stamped  (Miupons  and 
stamped  bonds  at  the  offices  of  Brown,  Shipley  &  Co.,  or  of  Seligman  Bros.,  in 
London,  or  of  Seligman,  Freres  &  Cie.,  in  Paris,  of  Alsberg,  (ioldberg  &  Co.,  in 
Amsterdam,  and  at  such  other  banks  or  bankhig  houses  as  the  Bankers  on  be- 
half of  the  Republic  may  designate  for  that  purpose. 

So  long  as  any  stamped  "1909  t)onds  "  remain  unpaid,  there  shall  be  appHwl 
annually  to  their  redemption  a  sum  c<iual  t(»  at  least  1  per  cent  of  the  face 
aniomit'of  all  bonds  theretofore  stamped  as  herein  i)rovide<l,  and  also  a   snm 
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equal  to  5  per  cent  of  the  face  amount  of  all  redeemed  bonds.  The  sinking 
fund  shall  be  applied  by  drawings  for  re])ayment  at  par,  with  accrued  interest, 
when  the  price  is  at  or  above  par,  otherwise  it  shall  be  applied  by  tenders  or 
purchases.  The  details  connected  with  the  administration  of  the  sinking  fund 
shall  be  agreed  upon  between  the  Bankers  and  the  Corporation,  who  are  also 
hereby  authorized  to  determine  generally  the  obligation  and  liabilities  of  the 
banks  or  banking  houses  charged  with  the  service  of  the  loan. 

Ai-ticle  eighth.  In  the  event  of  certain  contracts  with  the  Bankers  dated 
September  1,  1911,  or  a  similar  financial  operation  as  that  contemplated  thereby 
being  carried  into  effect,  the  Republic  hereby  agrees  to  purchase  and  the  hold- 
ers of  assenting  bonds  hereby  agree  to  sell  and  deliver  their  bonds  to  the  Re- 
public on  the  following  conditions : 

If  said  purchase  be  effected  within  two  years  from  the  date  when  this  agree- 
ment shall  become  operative  the  purchase  price  shall  be  an  amount  equivalent 
to  93  per  cent. of  the  face  value  of  the  bonds  purchased  and,  in  addition  thereto, 
accruetl  interest  at  the  rate  of  5  per  cent  per  annum. 

If  said  purchase  be  effected  after  the  expiration  of  two  yesirs  and  prior  to 
the  expiration  of  four  years  from  said  date,  the  purchase  price  shall  be  an 
amount  equivalent  to  94  per  cent  of  the  face  value  of  the  bonds  purchased  and, 
in  addition  thereto,  accrued  interest  at  the  rate  of  5  per  cent  per  annum. 

If  said  purchase  be  effected  after  the  expiration  of  four  years  and  prior 
to  the  expiration  of  six  years  from  said  date  the  purchase  price  shall  be  an 
amount  equal  to  95  per  cent  of  the  face  value  of  the  bonds  purchased,  and  in 
addition  thereto  accrued  interest  at  the  rate  of  5  per  cent  per  annum. 

After  the  expiraton  of  six  years  from  said  date  the  purchase  price  shall 
be  an  amount  equivalent  to  the  face  value  of  said  bonds  and  accrued  interest 
at  the  rate  of  5  per  cent  per  annum. 

In  the  case  of  the  purchase  of  the  stamped  bonds  as  above  mentioned,  the 
Republic  shall,  through  the  Bankers  or  otherwise,  arrange  that  the  Corporation 
give  the  bondholders  at  least  one  month's  notice  of  its  intention  to  make  the 
purchase,  and  the  Corporation  shall  thereupon  do  so  by  public  advertisement 
or  otherwise  as  the  Corporation  may  deem  expedient.  The  amount  for  the 
purchase  of  said  bonds  shall  be  deposited  by  or  for  account  of  the  Republic 
prior  to  the  purchase  date  specified  in  said  notice  with  such  banks  or  banking 
houses  as  the  Republic  may  determine.  The  amount  thus  deposited  shall  be 
held  by  said  banks  or  banking  houses  as  a  special  fund  for  the  holders  of  such 
bonds,  and  shall  be  paid  out  only  on  presentation  and  surrender  of  such  bonds 
with  all  coupons  appertaining  thereto.  All  stamped  1909  bonds  shall  cease  to 
draw  interest  from  and  after  the  purchase  date  specified  in  the  notice,  and 
from  the  date  of  said  deposit  shall  cease  to  be  entitled  to  the  benefit  of  the 
security  afforded  by  this  agreement. 

The  Bankers  and  the  Corporation  .are  hereby  authorized  to  determine  gen- 
erally the  obligation  and  liabilities  of  the  banks  or  banking  houses  acting 
hereunder. 

If  no  purchase  is  made  under  the  provisions  of  this  article  owing  to  the 
financial  oi)eration  above  mentioned  not  being  carried  out,  the  redemption  of  the 
assenting  bonds  will  be  effected  by  the  sinking  fund  as  provided  by  article 
seventh  of  this  agreement.  In  any  case  said  stamped  1909  bonds  shall  be  paid 
at  maturity. 

Article  ninth.  In  case  of  failure  on  the  part  of  the  Republic  to  make  duly 
and  punctually  any  of  the  payments  herein  provided  or  recognized,  whether  of 
interest  or  sinking  fund,  the  coupons  of  the  assenting  bonds  of  1909  are  ipso 
facto  restored  to  their  full  rate  of  6  per  cent 

Article  tenth.  Except  as  hereby  varied,  the  rights  of  the  parties  hereto  and 
of  the  holders  of  1909  bonds  shall  in  all  respects  remain  the  same  as  they 
were  prior  to  the  execution  hereof.  And  any  provisions  contained  in  other 
contracts  which  in  any  way  conflict  with  the  provisions  of  this  agreement 
shall  be  null  and  void. 

Article  eleventh.  The  Bankers  execute  this  agreement  on  behalf  of  the 
Republic,  and  assume  no  personal  liablity  in  so  doing. 

Article  twelfth.  This  agreement  shall  bind  and  is  for  the  exclusive  benefit 
of  the  parties  hereto;  nothing  herein  contained  either  by  way  of  recital  or 
otherwise  shall  be  deemed  or  construed  as  an  admission  by  the  Republic  in 
favor  of  any  other  person  or  corporation  not  a  party  hereto,  nor  as  creating 
any  trust  or  obligation  in  favor  of  or  conferring  any  privilege  or  benefit  what- 
soever upon  any  holders  or  owners  of  any  such  unstamped  bonds  or  any  creditor 
or  concessionaire  of  the  Republic,  or  any  person  or  corporation  claiming  to  be 
such  creditor  or  concessionaire. 
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Article  thirteenth.  This  agreement  Is  executed  by  the  pnrties  hereto  with 
the  object  of  effecting  n  settlement  of  all  differences  between  the  Republic  and 
the  holders  of  bonds  knowns  as  the  "Republic  of  Nicaragua  6  per  cent  gold 
bonds.  1909,"  as  well  as  any  other  persons  or  corporations  who  are  interested 
in  the  adjustment  of  said  differences. 

Article  fourteenth.  This  agreement  shall  b6  deemed  to  be  and  shall  be  con- 
strued as  a  New  York  contract. 

In  witness  whereof,  the  Republic  has  caused  these  presents  to  be  executed 
by  the  "  Bankers "  above  mentioned  and  The  Corporation  of  Foreign  Bond- 
holders has  caused  these  presents  to  be  executed  by  its  secretary  thereunto 
duly  authorized. 

Republic  of  Nicaragua, 
By  Brown  Brothers  &  Co., 

J.  &  W.  Seligman  &  Co.,  Agents. 
The  Corporation  of  Foreign  Bondholders, 
By  James  P.  Cooper,  Secretary. 


New  York,  May  25,  1912. 
Messrs.  Brown  Bros.  &  Co.,  and  J.  &  W.  Seligman  &  Co. 

(Representing  the  Republic  of  Nicaragua). 
Dear  Sirs:  Referring  to  two  agreements  bearing  even  date  herewith  be- 
tween the  Republic  of  Nicaragua  and  the  undersigned,  the  undersigned  hereby 
agrees  that  the  amount  to  be  received  by  it  as  payment  in  full  for  all  services 
to  be  rendered  under  said  agreements  by  it  or  its  agents  and  for  all  disburse- 
ments or  expenses  incurred  by  it  or  its  agents,  including  counsel  fees,  and 
including  the  expenses  and  compensation  of  any  committee  of  bondholders  in 
England,  France,  Spain,  or  elsewhere,  shall  be  not  less  than  four-fifths  of  1 
per  cent,  and  not  more  than  1  per  cent  upon  the  face  value  of  all  "  1909  bonds  " 
w^hich  may  be  stamped  under  said  agreements.  The  minimum  of  four-fifths 
of  1  per  cent  above  mentioned  shall  be  the  amount  to  be  paid  unless  the  under- 
signed shall  in  writing  state  to  you  that  such  minimum  is  insufficient  for  its 
needs;  in  that  event  the  undersigned  shall  receive  such  further  sum  not  ex- 
ceeding one-fifth  of  1  per  cent  upon  the  face  value  of  all  stamped  "  1909 
bonds"  as  it  may  state  that  it  requires.  The  payments  above  described  shall 
be  made  at  the  same  time  that  payment  is  made  to  the  Corporation  of  the  sums 
applicable  to  interest  and  sinking  fund  or  upon  the  subsequent  reiiuest  of 
the  Corporation. 

Very  truly,  yours. 

The  Corporation  of  Foreign  Bondholders, 
By  James  P.  Cooper,  Secretary. 


New  York.  May  25,  1912. 
To  The  Corporation  of  Foreign  Bondholders. 

Dear  Sirs:  We  acknowledge  receipt  of  your  letter  of  even  date  herewith 
relative  to  the  services  which  you  are  to  render  under  certain  agreements  this 
day  executed  between  you  and  the  Republic  of  Nicaragua,  and  relative  to  the 
payment  of  your  compensation  and  expenses  in  that  connection. 

The  Republic  of  Nicaragua  hereby  accepts  the  proiwsition  contained  in  your 
said  letter  and  agrees  to  make  the  payments  therein  expressed.  To  this  end, 
the  Republic  and  the  undersigned  Bankers  have  agreed  that  after  the  Bankers 
shall  have  received  the  J.371,730  to  be  deposited  with  them  in  accordance  with 
one  of  the  agreements  above  mentioned,  they  shall  out  of  said  moneys  jiay  to 
you  the  sums  to  which  you  may  become  entitled  in  accordanc-e  with  the  terms 
of  your  said  letter. 
Yours,  truly, 

Republic  of  Nicaragua, 
By  Brown  Brothers  &  Co. 

J.  &  W.  Seligman  &  Cx).,  Agents. 
Brown  Broth krs  &  Co. 
J.  &  W.  Sfligman  &  Co. 
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Republic  of  Nicaragua  and  Brown  Bros.  &  Co,  and  J.  &  W.  Seligman  &  Co. 

AGREEMENT. 

Dated  May  25,  1912. 

Agreement  made  at  the  city  of  ^^ew  York,  this  25th  day  of  May.  3912,  between 
the  Republic  of  "Nicaragua,  hereinafter  called  the  "Republic,"  party  of  the 
first  part,  and  Brown  Bros.  &  Co.  and  J.  &  W.  Seligman  &  Co.,  copartnerships, 
doing  business  in  the  city  of  New  York,  hereinafter  called  the  "  Bankers," 
party  of  the  second  part,  witnesseth: 

Whereas  the  Republic  is  about  to  enter  into  two  agreements  with  The  Cor- 
poration of  P^oregn  Bondholders,  copies  of  which  are  hereto  annexed  marked, 
respectively,  "  Schedule  K  "  and  "  Schedule  L  "  ;  and 

Whereas  it  is  in  article  sixth  of  said  Schedule  A  provided  that  after  the 
Bankers  shall  have  made  certain  payments  out  of  moneys  to  be  received  by 
them  the  balance  of  such  moneys  shall  be  disposed  of  as  the  Bankers  and  the 
Republic  may  agree;  and 

Whereas  all  moneys  to  be  received  by  the  Bankers  as  aforesaid  are  pledged 
to  them  by  the  Republic  as  security  under  a  certain  agreement,  dated  March 
26,  1912,  known  as  "  supplemental  loan  agreement " ; 

Now,  therefore,  in  consideration  of  the  premises,  and  of  the  mutual  covenants 
herein  contained,  it  is  hereby  agreed  as  follows: 

First.  The  Bankers  consent  that  out  of  the  moneys  to  be  received  by  them, 
as  provided  in  paragraph  (2)  of  article  first  of  schedule  K,  payments  may  be 
made  as  provided  in  article  fourth  and  in  paragraph  (7)  of  article  first  of  said 
Schedule  K,  and  to  the  extent  necessary  for  that  purpose  the  Bankers  hereby 
waive  any  lien  or  claim  on  said  moneys. 

Second.  The  balance  of  said  moneys,  after  making  the  payments  aforesaid, 
and  also  any  balances  received  by  the  Bankers  from  The  Corporation  of  Foreign 
Bondholders  under  paragraph  (5)  of  article  sixth  of  the  agreement,  schedule  L, 
shall  be  disposed  of  and  aiJ^ilied  as  foTlow^s : 

(a)  To  the  payment  to  The  Corporation  of  Foreign  Bondholders  for  its  serv- 
ices and  expenses  under  said  agreements,  schedule  K  and  schedule  L,  the 
amounts  stipulated  in  a  proposed  letter  from  the  said  Corporation  to  the 
Bankers  which  is  to  be  delivered  simultaneously  with  the  said  agreements 
schedule  K  and  schedule  L,  and  a  copy  of  which  xiroposed  letter  is  hereto  an- 
nexed, marked  "  Schedule  Y." 

(b)  To  the  payment  of  expenses  of  the  Bankers,  including  counsel  fees  which 
have  been  or  may  be  actually  incurred  by  them  in  connection  with  the  negotia- 
tion, completion,  and  carrying  out  of  the  agreements,  schedule  K  and  schedule 
L,  .and  in  connection  with  the  negotiation  and  execution  of  the  agreement  dated 
December  9,  1911,  between  the  Republic  of  Nicaragua,  the  Ethelburga  Syndi- 
cate (Ijtd.),  and  the  Bondholders  mentioned  in  said  agreement;  and  to  the 
payment  of  the  expenses  of  the  Bankers  mentioned  in  article  eighteenth  of  the 
supplemental  loan  agreement  of  March  26,  1912,  and  in  article  twelfth  of  the 
treasury-bills  agreement  of  September  1,  1911,  whether  or  not  the  Bankers 
purchase  the  issue  of  bonds  mentioned  in  said  article  twelfth,  but  no  compensa- 
tion shall  be  paid  out  of  said  moneys  to  the  Bankers  for  their  own  services. 

(c)  To  the  repayment  to  the  Bankers  of  such  portion  of  the  issue  of  $500,000 
mentioned  in  article  first  of  the  supplemental  loan  agreement  of  March  26, 
1912,  between  the  Republic  and  the  Bankers  as  may  up  to  the  date  of  said  repay- 
ment have  been  advanced  and  may  then  be  unpaid,  together  with  interest  and 
commissions  as  in  said  supplemental  loan  agreement  provided;  if  the  amount 
of  the  loan  so  to  be  repaid  to  the  Bankers  shall  be  less  than  $500,000.  any  differ- 
ence between  such  amount  and  $500,000  shall  be  paid  into  the  exchange  fund 
created  under  the  currency  law  of  the  Republic  of  March  20,  1912,  and  the 
Bankers  shall  thereupon  be  released  from  all  obligations  assumed  by  them  under 
article  first  and  also  under  article  seventh,  paragraph  4,  of  the  said  supple- 
mental loan  agreement  of  March  26,  1912,  so  far  as  said  paragraph  4  relates  to 
the  above  $500,000  loan. 

(d)  To  the  repayment  to  the  Bankers  of  such  portion  of  the  loan  of  $255,000 
mentioned  in  article  fourth  of  said  supplemental  loan  agreement  of  March  26, 
1912,  as  may  up  to  the  date  of  such  repayment  have  been  advanced,  together 
with  interest  and  commissions  as  in  said  supplemental  loan  agreement  provided; 
if  the  amount  advanced  and  so  to  be  repaid  to  the  Bankers  shall  be  less  than 
said  sum  of  $255,000,  any  difference  between  the  said  amount  of  the  loan  and 
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$255,000  shall  be  set  aside  and  held  by  the  Bankers  as  a  separate  fnnd  for  the 
benefit  of  the  Republic,  and  shall  be  paid  by  the  Bankers  to  the  Republic  for  its 
current  expenses  at  the  rate  of  $30,000  per  month,  as  provided  in  said  supple- 
mental loan  agreement  of  March  26,  1912,  and  the  Bankers  shall  be  released 
from  the  obligations  assumed  by  them  under  article  fourth  and  article  seventh, 
paragraph  4,  of  said  agreement. 

(c)  The  balance  of  said  moneys  shall  be  applied  to  the  payment  of  overdue 
interest,  if  any,  on  any  treasury  bills  then  outstanding,  and  to  the  payment  and 
retirement  of  said  bills  so  far  as  said  balance  may  be  sufficient  for  that  purpose. 
In  witness  whereof,  the  Republic  has  caused  this  agreement  to  be  subscribed 
on  its  behalf  by  Dr.  Salvador  Castrillo,  jr.,  envoy  extraordinary  and  minister 
plenipotentiary  of  the  Republic  of  Nicaragua  near  the  Government  of  the  United 
States,  and  said  Brown  Bros.  &  Co.  and  J.  &  W.  Seligman  &  Co.  have  hereunto 
set  their  hands  and  seals  the  day  and  year  above  written. 
This  contract  is  executed  in  triplicate. 

Salvador  Castrillo,  Jr. 

Brown  Brothers  &  Co. 

J.  &  W.  Seligman  &  Co. 


New  York,  May  25,  1912. 

Messrs.  Brown  Bros.  &  Co.  and  J.  &  W.  Seligman  &  Co. 
(Representing  the  Republic  of  Nicaragua.) 
Dear  Sirs  :  Referring  to  two  agreements  bearing  even  date  herewith  between 
the  Republic  of  Nicaragua  and  the  undersigned,  the  undersigned  hereby  agrees 
that  the  amount  to  be  received  by  it  as  payment  in  full  for  all  services  to  be 
rendered  under  said  agreements  by  it  or  its  agents,  including  counsel  fees  and 
including  the  expenses  and  compensation  of  any  committee  of  bondholders  in 
England,  France,  Spain,  or  elsewhere,  shall  be  not  less  than  four-fifths  of  1 
per  cent  and  not  more  than  1  per  cent  upon  the  face  value  of  all  "  1909  bonds  " 
which  may  be  stamped  under  said  agreements.  The  minimum  of  four-fifths  of 
1  per  cent  above  mentioned  shall  be  the  amount  to  be  paid  unless  the  undersigned 
shall  in  writing  state  to  you  that  such  minimum  is  insufficient  for  its  needs ;  in 
that  event,  the  undersigned  shall  receive  such  further  sum  not  exceeding  one- 
fifth  of  1  per  cent  upon  the  face  of  all  stami^ed  "  1909  bonds  "  as  it  may  state 
that  it  requires.  The  payment  above  described  shall  be  made  at  the  same  tune 
that  payment  is  made  to  the  Corporation  of  the  same  applicable  to  interest  and 
sinking  fund  or  upon  the  subsequent  request  of  the  Corporation. 
Very  truly,  yours,  _  ^ 

The  Corporation  of  Foreign  Bondholders, 
By  James  R.  Cooper,  Secretary. 


New  York,  May  25,  1912. 
To  The  Corporation  of  Foreign  Bondholders  : 

Dear  Sirs:  We  acknowledge  receipt  of  your  letter  of  even  date  herewith, 
relative  to  the  services  which  you  are  to  render  under  certain  agreements  tliis 
day  executed  between  you  and  the  Republic  of  Nicaragua,  and  relative  to  the 
payment  of  your  compensation  and  expenses  in  that  connection. 

The  Republic  of  Nicaragua  hereby  accepts  the  proposition  contained  in  your 
said  letter  and  agrees  to  make  the  payments  therein  expressed  ^^  ^{"^  |^nd, 
the  Republic  and  the  undersigned  Bankers  have  agreed  that  aftei  the  Bankeis 
shall  have  received  the  £371,730  to  be  deposited  with  them  in  accordance  with 
one  of  the  agrements  above  mentioned,  they  shall  out  of  said  moneys  pay  to  yoif 
the  sums  to  which  you  may  become  entitled  in  accordance  with  the  terms  of 
your  said  letter. 

Yours,  truly,  republic  of  Nicaragua, 

By  Brown  Brothers  &  Co., 

J.  &.  W.  Seligman  &  Co.,  Agents. 
Brown  Brothers  &  Co. 
J.  &  W.  Seligman  &  Co. 
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Republic  of  Nicaragua  to  Ethelburga  Syndicate  (Ltd.). 
general  release. 

Dated  October  7,  1912. 
To  all  to  ivhom  these  presents  shall  come  or  may  concern,  greeting: 

Know  ye  that  the  Republic  of  Nicaragua  (hereinafter  called  the  "Republic") 
for  and  in  consideration  of  the  payment  or  release  by  the  Ethelburga  Syndi- 
cate (Ltd.)  of  a  fund  of  approximately  £371,730,  with  interest;  also  the  delivery 
of  certain  bonds  and  proof  of  the  payment  of  certain  loans;  also  the  transfer 
of  certain  railroad  and  other  materials;  also  the  cancellation  of  certain  con- 
tracts and  concessions  and  of  other  valuable  considerations,  the  receipt  of  all 
of  which  is  hereby  acknowledged,  has  remised,  released,  and  forever  discharged, 
and  by  these  presents  does  remise,  release,  and  forever  discharge  the  said 
Ethelburga  Syndicate  (Ltd.),  its  successors  and  assigns,  of  all  and  from  all 
and  all  manner  of  action  and  actions,  cause  and  causes  of  actions,  suits,  debts, 
dues,  sums  of  money,  accounts,  reckonings,  bonds,  bills,  specialties,  covenants, 
contracts,  controversies,  agreements,  promises,  variances,  trespasses,  damages, 
judgments,  extents,  executions,  claims,  and  demands  whatsoever  in  law  or  in 
equity  which  against  said  Ethelburga  Syndicate  (Ltd.)  or  its  successors  or 
assigns  said  Republic  ever  had,  now  has,  or  hereafter  can,  shall,  or  may  have 
for,  upon,  or  by— — 

Mr.  Mallet- Prevost.  I  should  say  that  these  negotiations  with  the 
committee  of  foreign  bondholders,  that  the  State  Department  was 
kept  fully  informed  of  them,  and,  finally,  when  they  were  concluded, 
when  the  contract  was  concluded,  the  bankers  wrote  to  the  Secretary 
of  State  a  letter  dated  June  3,  1912,  as  follows: 

June  3,  1912. 
Hon.  Philander  C.  Knox,  ^ 

Secretary  of  State  of  the  United  States,  Washington,  D.  C. 

Sir:  Referring  to  our  letter  to  you  of  December  13  last,  we  beg  to  say  that 
owing  to  the  failure  of  the  Ethelburga  Sjnidicate  (Ltd.)  to  carry  out  the  con- 
tract of  December  9,  therein  referred  to,  the  same  became  inoperative  some 
months  ago.  We  have  recently  negotiated  on  behalf  of  Nicaragua  new  con- 
tracts on  the  same  subject  with  The  Corporation  of  Foreign  Bondholders,  and 
beg  to  hand  you  herewith  for  your  information  copies  of  the  following  instru- 
ments : 

(1)  Contract  dated  May  25,  1912,  between  the  Republic  of  Nicaragua  and 
The  Corporation  of  Foreign  Bondholders,  containing  principally  such  portions 
of  the  proposed  settlement  as  affect  the  holders  of  1909  bonds. 

(2)  Another  contract,  also  dated  May  25,  1912,  between  the  Republic  of 
Nicaragua  and  The  Corporation  of  Foreign  Bondholders,  to  the  original  of 
which  a  copy  of  the  above  contract  (1)  is  annexed  as  Schedule  A. 

(3)  Letter  dated  May  25,  1912,  from  The  Corporation  of  Foreign  Bond- 
holders to  Brown  Bros.  &  Co.  and  J.  &  W.  Seligman  &  Co.,  representing  the 
Republic  of  Nicaragua. 

(4)  Letter  dated  May  25,  1912,  from  the  Republic  of  Nicaragua  and  Brown 
Bros.  &  Co.  and  J.  &  W.  Seligman  &  Co.  to  The  Corporation  of  Foreign  Bond- 
holders. 

(5)  Contract  dated  May  25,  1912,  between  tho  Republic  of  Nicaragua  and 
Brown  Bros.  &  Co.  and  J.  &  W.  Seligman  &  Co.,  to  the  original  of  which  con- 
tracts (1)  and  (2)  and  of  letter  (3)  above  mentioned,  are  annexed  to  Schedules 
ij,  M.  and  Y,  respectively. 

The  above  contracts  were  all  expressly  authorized  by  the  Republic  of  Nica- 
ragua. 

Respectfully,  yours, 

Beown   Brothers  &   Co. 
J.  &  W.  Seligman  &  Co. 

Mr.  Mallet- Prevost.  During  the  summer  of  1912,  while  we  were  i 
waiting  for  the  European  bondholders  to  deposit  their  bonds  so  that  1 
the  settlement  with  the  corporation  of  foreign  bondholders  should 
become  effective  and  those  funds  come  into  our  hands  from  London, 
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Uhe  revolution  took  place  down  in  Nicaragua,  and  the  situation  was 
very  serious  for  the  Nicaraguan  Government.  Appeals  came  to  us 
almost  immediately 

Senator  Smith  of  Michigan.  That  is.  the  revolution  of  Mena? 

Mr.  Mallet-Prevost.  Yes. 

Senator  Smith  of  Michigan.  Against  Diaz? 
^     Mr.  Mallet-Prevost.  Yes.     Appeals  came  to  us  almost  immedi- 
ately for  further  loans  and  urgent  requests  that  the  bankers  should 
^--J^ exercise  the  option  which  had  been  given  to  them  to  purchase  51  per 
^  cent  of  the  railroad  at  $1,000,000.     On  July  16,  1912,  I  wrote  a  long 
letter  to  Mr.  Wands,  which  was  occasioned  bj^  a  letter  which  I  had 
received  a  few  days  before  from  Dr.  Castrillo,  the  Nicaraguan  min- 
ister.   I  do  not  think  I  go  far  out  of  the  way  in  saying  it  was  a  very 
hysterical  letter,  in  which  he  showed  that  he  did  not  appreciate  the 
situation  and  showed  that  his  anxiety  was  to  secure  assistance  in  the 
emergency  in  which  his  government  was  placed. 

Senator  Shively.  Who  was  that? 

Mr.  Mallet-Prevost.  Dr.  Castrillo,  the  Nicaraguan  minister  here. 
I  will  furnish  the  committee  with  a  copy  of  the  full  letter.  It  is  16 
pages  long,  and  I  shall  onl}^  read,  with  your  permission,  portions 
of  it  at  this  time.  One  tiling  that  Dr.  Castrillo  said  w^as  that  Nica- 
ragua had  parted  with  her  railroad  and  had  not  gotten  anything 
for  it. 

Senator  Smith  of  Michigan.  Is  this  a  private,  confidential  commu- 
nication ? 

Mr.  Mallet-Prevost.  Oh,  no.  I  quote  w^hat  the  minister  has  to 
say  on  the  subject,  and  then  I  say : 

It  is  quite  evident  that  the  minister  does  not  fully  appreciate  the  provisions 
and  significance  of  the  supplemental  loan  agreement  of  March  26  last.  What- 
ever has  been  done  since  that  date  has  been  in  strict  compliance  with  the  terms 
of  that  instrument. 

-    It  is  true  that  Nicaragua  has  transferred  her  railroad  and  steamship  lines 

to  Ferrocarril  del  Pacifico  de  Nicaragua,  a  Maine  corporation;  it  is  true  that 

as  the  result  of  that  operation  Nicaragua  has  received  and  now  owns  not  most 

but  absolutely  all  the  shares  of  that  company's  capital   stock.     The  minister 

errs  when  he  says  that  his  Government  "  has  alienated  the  railroad  ^yjthout 

.      jeceiving,,a..single  cent"     Its  alienation  of  tlie  properties  in"  qifestion  has  been 

"nothing  morelHaiT^  change  in  the  form  of  ownership.     Prior  to  June  19  last, 

upon  which  date  Mr.  Castrillo  executed  the  deed  of  conveyance,  the  title  to 

the  railroad  and  steamship  lines  was  vested  directly  in  the  Government;  since 

then  it  has  been  vested  in  a  corporation  owned  wholly  by  that  same  Govern- 

V,     ment.     In  the  first  case  the  ownership  was  direct;  in  the  second  case  it  was 

T    indirect;   in  both  cases  it  was  complete.     The  Government  has  parted  with 

nothing  whatever. 

And  yet.  notwithstanding  this  fact,  the  Government  has  received  a  very  large 
cash  consideration,  which,  while  not  technically  the  price  of  any  transfer,  was 
nevertheless  paid  because,  among  other  things,  the  Government  agreed  to  trans- 
fer its  road  in  the  manner  above  explained  in  order  to  give  that  additionar 
-r^r,    security  for  the  $755,000  which  the  bankers  obligated  themselves  to  provide 
' '    under  the  supplemental  loan  agreement. 

As  an  essential  part  of  the  supplemental  loan  agreement  the  Government 
undertook  to  ccmvey  its  road  to  an  Aniericsui  corporation:  to  place  the  m.innge- 
ment  of  that  corporation  in  the  hands  of  the  Hankers  and  to  pledge  ;ill  the 
stock  of  the  company  as  collatenil  security  for  the  loans  which  the  H:nikers 
undertook  to  make.  In  considerati»)n,  partly  of  this,  the  liankers  have  ad- 
vanced to  the  Kepublic  for  its  general  needs  J25^jjLiliL>  '»"<!  l^'i^e  oi)eneil  a  credit 
for  an  a<lditional  $.'>00.00()  to  l)e  used  in  the  i-eforin  of  the  currency. 

As  m.'itters  stand  to-day  the  Rankers  in  addition  to  paying  ont  for  acfonnt  of 
>Ilcaragua  large  sums  for.  exi)enses  Ijave  parted  with  $1J5(MKH)  in  cash  of 
which  $1,000,000  has  l)een  deposited  with  the  I'liited  States  Mortgage  &  Trust 
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Co.  and  .^250,000  has  been  paid  directly  to  the  Government.     Of  the  $1,500,000       "iJ^ 
deposited  with  the  trust  company,  $910,000  has  actually  been  drawn  by  the  "^ 
Government  and  used  to  purchase  and  retire  about  14,500,000  pesos  of  Nica- 
raguan  paper  currency.     Further  amounts  are  being  drawn  every  day  for  the 
same  purpose,  and  when  the  fund  out  of  which  those  drafts  are  paid  is  ex- 
hausted the  Bankers  have  agreed  and  stand  ready  to  provide  $500,000  more. 
Out  of  the  same  fund  of  $1,500,000  deposited  with  the  trust  company  $100,000 
has  been  paid   in   as  capital   of  the  bank,   every   share  of  which   belongs  to 
Nicaragua.     In  addition  to  this  the  new  coins  and  paper  currency  which  have  | 
been  ordered  will  cost  $140,000.     The  result  of  all  these  operations  has  been 
to  reduce  the  rate  of  exchange  from  above  2,000.  which  it  was  in  1911,  to  1,550, 
at  which  figure  it  has  been  steady  for  some  time.     The  benefits  of  this  re- 
duction and  of  a  stable  rate  of  exchange  must  soon  be  reflected  in  the  business 
operations  of  the  country. 

In  view  of  all  this  can  the  minister  seriously  contend  that  Nicaragua  has  not 
received  a  single  cent  for  the  transfer  of  the  railroad? 

As  further  bearing  upon  the  subject  permit  me  to  quote  the  following 
provisions  of  the  supplemental  loan  agreement  which  have  determined  the 
course  recently  followed: 

*  *  *  *  *  *  * 

The  ministei-'s  letter  of  July  9  indicates  a  certain  misunderstanding  on  his 
part  as  to  the  terms  of  the  option  which  the  Bankers  hold  for  the  purchase 
of  51  per  cent  of  the  shares  of  the  railroad  company. 

The  minister  was  urging  us  to  exercise  that  option,  to  take  this 
option  up  and  pay  them  $1,000,000. 

The  terms  of  that  option  are  fully  set  forth  in  article  14  of  the  supple- 
mental loan  agreement,  and  these  include  the  period  within  which  the  option 
must  be  exercised.  While  that  period  has  a  long  time  yet  to  run,  I  feel  that 
the  Bankers  will  give  it  their  attention  at  the  earliest  possible  moment, 
hoping  thereby  to  find  a  way  of  helping  Nicaragua  out  of  her  difficulties. 
More  than  a  rnonth  ago,  on  June  4,  the  Bankers  telegraphed  as  follows  to  Mr. 
Whitaker,  their  representative  at  Managua  : 

"  You  will  assure  the  President  that  as  soon  as  the  Ethelburga  settlement 
is  concluded  we  shall  give  our  immediate  consideration  to  the  question  of  the 
railroad-share  option  which,  if  resulting  in  purchase,  will  provide  the  Gov- 
ernment with  a  large  sum  for  immediate  necessities." 

Dr.  Castrillo  fails  to  see  any  connection  between  the  purchase  the  the  rail- 
road's shares  by  the  Bankers  and  the  settlement  with  the  Ethelburga  Syndi- 
cate, and  surmises  that  the  delay  is  due  to  the  desire  of  the  bankers  to  use 
the  money  which  they  will  receive  as  a  result  of  that  settlement  to  pay  the 
purchase  price  of  the'  shares.  While  there  is  no  foundation  for  such  an  as- 
sumption, I  can  not  find  fault  with  Dr.  Castrillo  for  seeking  to  find  some 
explanation  for  the  delay,  since  the  real  reason  has  probably  not  been  ex- 
plained to  him.  I  mention  the  matter  here,  but  only  in  strict  confidence, 
because  its  publicity  might  seriously  affect  the  negotiations  with  the  council 
of  foreign  l)ondholders. 

Notwithstanding  the  assertion  of  the  Nicaraguan  Government  that  the  rail- 
road is  free  and  clear  from  all  encumbrances,  and  notwithstanding  the  fact  that 
no  lien  appears  of  record  in  the  usual  form,  it  has  been  authoritatively  stated 
that  the  railroad  has  from  time  to  time  been  pledged,  or  agreed  to  be  pledged, 
for  foreign  debts  of  Nicaragua.  There  seems  to  be  a  question  as  to  whether  or 
not  the  holders  of  the  1909  bonds  are  entitled  to  that  security,  and  it  is  impor- 
»tant  to  have  that  question  definitely  settled  before  the  Bankers  purchase  the 
railroad's  shares.  The  question  has  never  been  discussed  by  the  Bankers, 
either  with  the  Ethelburga  Syndicate  or  with  the  council  of  foreign  bond- 
holders, and  I  do  not  know  whether  either  of  those  corporations  is  aware  of 
the  possible  rights  of  the  1909  bondholders  in  that  connection.  However,  in 
order  to  clear  the  matter  up  and  to  place  Nicaragua  in  a  position  where  she  can 
dispose  of  the  railroad  without  leaving  any  cloud  upon  her  title  thereto,  the 
Bankers  incorporated  the  following  provision  into  the  agreement  of  May  25 
last  between  the  Republic  of  Nicaragua  and  the  council  of  foreign  bondholders: 

"  The  assenting  bondholders  hereby  accept  said  customs  revenues,  collected 
and  administered  as  aforesaid,  as  the  sole  security  for  the  payment  of  thfe 
stamped  1909  bonds,  the  reduced  coupons,  and  the  sinking  fund,  and  hereby 
waive  and  release  any  other  security  or  any  other  claims  for  charges  upon  real 
or  personal  property." 
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Senator  Smith  of  Michigan.    Who  signs  that  ? 

Mr.  Mallet- Prevost.  That  was  an  extract  from  the  agreement 
which  }le  had  just  negotiated  with  the  council  of  foreign  bondholders 
by  the  bankers  on  behalf  of  Nicaragua. 

Senator  Smith  of  Michigan.  And  who  on  behalf  of  the  council  ? 

Mr.  Mallet- Prevost.  Mr.  Cooper,  representing  the  council  of 
foreign  bondholders  of  London.  That  contract  was  then  being  sub- 
mitted for  the  approval  of  the  bondholders,  and  naturally  we  did  not 
want  this  information  to  get  out  at  that  time,  because  it  might  have 
upset  the  negotiations.  We  were  not  telling  them  the  cards  we  held 
in  our  hands  for  Nicaragua,  or,  rather,  the  cards  which  they  held  in 
their  hands  and  which  they  did  not  know  of  or  might  not  have 
known  of. 

Tlie  moment  the  contract  of  May  25  becomes  effective  any  lien  to  which  the 
assenting  bondholders  may  possibly  be  entitled  upon  the  railroad  will,  by  vir- 
^  1  tue  of  the  above  stipulation,  be  released.  It  is  for  this  release,  among  other 
things,  that  the  Banlvers  are  waiting,  and  you  will  therefore  readily  see  that 
there  is  an  intimate  relation  betw^een  the  proposed  settlement  and  the  possi- 
bility of  the  exercise  of  the  Bankers'  option. 

It  is  hardly  necessary  for  me  to  rei>eat  that  this  information  is  given  to  you 
in  strict  confidence.  I  see  no  reason,  however,  why  you  should  not  communi- 
cate it  to  Dr.  Castrillo,  provided  you  will  at  the  same  time  impress  upon  him 
the  necessity  of  treating  it  as  secret. 

Still  another  point  that  Dr.  Castrillo  has  evidently  misunderstood  is  the 
significance  of  the  railroad  company's  capitalization. 

I  will  just  say  in  explanation  there  that  when  we  took  over  the 
railroad,  of  course  we  had  not  made  any  investigation  of  the  value 
of  the  railroad  and  did  not  know  anything  about  it,  and  we  asked 
the  Government  to  make  some  valuation  so  that  we  could  issue  stock 
in  payment  of  it. 

Senator  Williams.  When  you  say  you  took  over  the  railroad  you 
mean  when  you  took  over  the  management  of  it  ? 

Mr.    Mallet-Prevost.  I    mean    the    management.     I    am    much 

.obliged  to  you  for  that  correction.    I  mean  when  the  American  cor- 

I poration — the  Maine  corporation — whip]^  -^vp  Imrl  nrgn niypd  took  title 

to  the  railroad  it  was  necessary  to  give  that  railroad  a  value  and  to 

fix  the  amount  of  the  capital  stock,  and  Nicaragua  presented  a  valua- 

Ition— I  think  it  was  $3,300,000— and  we  simply  took  that  without 

^  y    ^' knowing  anything  about  it,  and  issued  $^00,000  of  stock,  which  is 

'the  capital  stock  to-day  of  the  railroad. 

Senator  Williams.  And  that  stock  was  all  issued  at  that  time  to 
the  Eepublic  of  Nicaragua? 

Mr.  Mallet-Prevost.  Absolutely  all;  and  we  were  bein^  urged, 
as  I  said,  to  take  up  this  51  per  cent  option  at  $1,000,000.  We  said 
that  we  had  not  had  an  opportunity  to  find  out  the  value  of  this 
railroad.  Dr.  Castrillo  said  in  this  letter,  "  There  you  have  got  the 
valuation,  because  you  took  that  valuation  when  you  organized  your 
company  and  issued  your  $3,300,000  of  stock  for  it.''  And  it  is  in 
that  connection  that  I  read  this: 

Still  another  point  that  Dr.  Castrillo  has  evidently  misundersto<Hl  is  the 
significance  of  the  railroad  company's  capltallzntion.  lie  seems  to  think  that 
because  the  Hankers  accepted  at  its  face  value  the  inventory  and  appraisal  of 
the  railroad  furnished  by  the  (iovernment.  and  because  they  made  that  ap- 
praisal the  basis  of  the  company's  capitalization,  therefore  the  Bankers  have 
full  knowledge  of  the  value  of  the  proi>erties  and  should  make  no  further 
investigations. 
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Of  course  there  is  no  relation  whatever  between  the  capitalization  of  the 
railroad  and  the  option  price.  The  latter  is  definitely  fixed  by  article  four- 
teenth of  the  supplemental  loan  agreement,  and  that  price  would  remain  the 
same  whether  the  capitalization  of  the  company  had  been  one  million  or  ten 
million  dollars. 

Senator  Smith  of  Michigan.  As  a  matter  of  fact,  the  earnings  of 
the  company  are  now  paying  a  very  good  dividend  on  that  volume 
of  stock,  are  they  not  "^ 

Mr.  Mallet- Pre vosT.  No,  sir. 

Senator  Smith  of  Michigan.  Well,  I  do  not  know  that  they  are 
pajdng  dividends,  but  they  are  earning  upon  the  basis  of  that 
stock 

Mr.  Mallet- Prevost.  They  are  earning  a  very  moderate  dividend. 

Senator  Smith  of  Michigan.  How  much? 

Mr.  Mallet- Prevost.  I  will  leave  that  to  the  bankers  who  have  the 
figures.     I  would  rather  not  mislead  you. 

Senator  Smith  of  Michigan.  Mr.  Douglas  put  it  the  other  day  at 
what? 

Secretary  Bryan.  I  think  he  only  gave  his  impression. 

Senator  Smith  of  Michigan.  It  was  about  10  per  cent,  was  it?  I 
said  12  or  14,  and  I  think  he  said  10. 

Secretary  Bryan.  I  would  not  want  to  quote  Mr.  Douglas  as  speak- 
ing definitely.  - 

Mr.  Mallet-Prevost.  I  quoted  here  in  the  letter  above  mentioned 
from  the  agreement,  and  it  might  be  well  to  read  it.     It  reads : 

Article  fourteenth  provides: 

"  For  a  period  of  12  months  from  the  date  hereof,  also  during  such  period  as 
*  *  *  the  Bankers  shall  have  the  right  at  their  option  to  purchase,  and  the 
Republic  hereby  agrees  at  the  request  of  the  Bankers  under  said  option  to  sell, 
transfer,  convey,  and  assign  to  them,  free  and  clear  of  any  and  all  liens,  charges, 
or  incumbrances,  51  per  cent  of  the  entire  capital  stock  of  the  railway  and 
steamship  company  hereinbefore  referred  to  for  the  price  of  $1,000,000  United 
States  gold  *  *  *  it  being  agreed,  however,  that  in  case  the  Bankers  shall 
exercise  said  option  and  shall  purchase  said  stock  they  shall  advance  to  the 
company  within  two  years  following  the  date  of  said  purchase  at  least  $500,000-,, 
to  be  expended  on  extensions  and  improvements  of  said  railway  and  steam- 
ship lines. 

Senator  Smith  of  Michigan.  Did  I  gather  that  correctly,  that 
within  a  certain  period  in  .exercising  the  option  you  reserved  the 
right  to  expend  $500,000  for  extensions,  for  betterments,  and  for  im- 
provements ? 

Mr.  Mallet-Prevost.  No,  sir ;  we  did  not  reserve  the  right  when  we 
assumed  the  obligation  to  do  it. 

Senator  Smith  of  Michigan.  Where  was  your  authority  for  it  ? 

Mr.  Mallet-Prevost.  The  bankers  obligated  themselves  if  they 
took  up  the  option  to  pay  $1,000,000  for  it,  and  they  obligated  them- 
selves also  to  lend  the  railroad  company  half  a  million  dollars  more 
to  be  used  in  improvements  on  the  property. 

Senator  Smith  of  Michigan.  By  what  security?  ' 

Mr.  Mallet-Prevost.  Secured  by  bonds  on  the  railroad. 

Senator  Smith  of  Michigan.  Exactly;  and  I  say  you  reserved  the 
right  to  expend  on  betterments  and  improvements,  which  would  mean 
a  renewal  of  ties  and  steel,  perhaps  the  minimization  of  curvatures 
and  grades,  $500,000,  if  you  so  determined  ? 

Mr.  Mallet-Prevost.  My  only  difference  with  you.  Senator,  is  that 
we  did  not  reserve-  the  right ;  that  is  to  say,  it  was  nothing  optional 
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to  the  bankers.  They  did  not  want  to  do  that.  It  was  something 
demanded  by  the  Republic.  They  said,  "  You  have  got  to  bind  your- 
self to  lend  it  to  the  company  if  they  need  it."  . 

Senator  Smith  of  Michigan.  That  is,  to  lend  it  to  the  Maine  com- 
pany and  expend  it  on  the  property? 

Mr.  Mallet- Prevost.  Yes. 

Senator  Williams.  The  idea  at  the  time  being  to  put  the  railroad 
in  a  paying  condition? 

Mr.  Mallet- Prevost.  Yes,  sir ;  to  improve  it.   " 

Now,  I  continue  in  my  letter  and  I  say : 

Dr.  Castrillo  should  bear  the  above  in  mind,  and  should  hardly  expect  prudent 
biTsiness  men  to  part  with  $1,000,000  in  cash  and  to  agree  to  expend  half  a 
million  more  upon  improvements  until  after  they  have  fully  satisfied  themselves 
that  what  they  are  buying  is  worth  the  price. 

The  following  portion  of  my  letter  is  rather  interesting : 
"  Before  closing,  and  as  bearing  still  further  on  the  attitude  of  the 
bankers,  I  quote  the  following  from  the  telegram  Avhich  the  bankers 
sent  to  Mr.  Whitaker,"  Mr.  Whitaker  being  at  that  time  their  rep- 
resentative in  Nicaragua : 

Before  closing,  and  as  bearing  still  further  upon  the  attitude  of  the  Bankers, 
I  quote  the  following  from  a  telegram  which  the  Bankers  sent  to  Mr.  Whitaker 
on  June  4  last,  with  instructions  to  present  the  same  to  the  President.  The 
telegram  was  in  answer  to  an  inquiry  from  the  President  as  to  whether  the 
Bankers  would  accept  payment  of  the  treasury  bills  and  supplemental  loan  and 
release  Nicaragua  from  all  other  obligations. 

That  came  because  we  were  constantly  asked  for  more  and  more 
loans,  and  we  refused  tomake  them,  and  finally  Nicaragua,  in  despera- 
tion, said,  "  Will  you  take  what  we  owe  you  and  release  the  security 
which  you  hold  ?  " 

And  this  is  the  answer  which  we  made : 

'  If  we  should  accept  the  President's  suggestion  to  withdraw,  all  the  benefits  of 
whatever  we  have  done  since  February,  1911,  and  more  especially  since  the  1st 
of  September  of  last  year,  would  be  wholly  lost  to  Nicaragua.  We  have  striven 
earnestly  to  help  Nicaragua,  and  we  believe  that  the  results  of  our  efforts  must 

^  soon  be  felt.  Exchange  has  already  become  stable,  and  as  a  result  of  this 
customs  receipts  have  greatly  im])roved.  The  bank  has  been  organized  and  will 
soon  begin  business;  currency  reform  has  been  rendered  rwssible  and  will  soon 
be  effected.  The  railroad  \\\\\-  shortly  be  administered  for  the  l)enefit  of  the 
Government,  thereby  increasing  the  Government's  revenues  from  that  source. 
The  abandonment  of  all  this  would  be  an  incalculable  loss  to  Nicaragua,  and 
would  discredit  her  in  all  the  financial  markets  of  the  world. 

As  throwing  light  upon  our  attitude  in  this  matter — 

1      I  am  reading  a  cable  which  w^as  sent  to  the  President  of  Nicaragua 
in  answer  to  his  request  at  a  critical  time  for  the  Bankers  to  step  out 
1  and  let  other  people  come  in. 

Senator  Smith  of  Michigan.  By  whom  was  the  cable  sent? 
Mr.  Mallet-Prevost.  By  the  Bankers  to  their  representative  in 
Nicaragua  for  communication  to  the  President  of  Nicaragua.     [Con- 
tinuing reading:] 

As  throwing  light  upon  our  attitude  in  this  matter  you  will  call  the  Presi- 
dent's MtttMitioii  to  tbf  wav  in  wlticii  we  have,  step  by  stop,  become  further  and 
further  involved  in  financing  his  country. 

First.  ;is  rogards  the  amounts  of  ilic  loans.  Tl:o  first  proposition  made  to  us 
contemplated  nothing  more  than  the  general  loan. under  the  convention  between 
the  United  States  and  Nicaragua,  and  contained  no  suggestion  of  any  temporary 
loan.    Taking  that  proposition  as  a  basis  we  made  a  bid,  which  was  accepted. 
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Within  a  very  sliort  'time  tliereafter  came  the  need  of  more  help  to  establish  a 
stable  currency.  For  this  purpose  we  advanced  onejnillion  and  a  half  dollars 
in  gold;  doing  this,  however,  upon  the  express  assurance  that  the  outstanding 
paper  currency  did  not  exceed  ^30,000,000,  and  that  hence  the  million  and  a 
half  gold  which  we  furnished  would  be  ample  for  the  purposes  of  monetary 
reform  and  for  the  capital  of  the  banlc.  It  soon  transpired  tliat  without  our 
knowledge,  and  notwithstanding  the  assurance  above  referred  to,  the  Govern- 
ment had  made  furtlier  paper  issues  of  ^6,000,000,  thus  rendering  the  mone- 
tary situation  much  more  difficult.  To  meet  this  difficulty  we  were  asked  for 
a  further  credit  of  half  a  million  dollars  gold,  which  we  granted. 

Second,  as  regards  the  (rovernment's  necessities.  At  the  time  that  we  first 
considered  the  large  loan  we  were  assured  by  the  financial  agent  of  Nicaragua 
that  tliat  country  could  well  afford  to  hypothecate  its  entire  customs  revenues, 
and  that  her  income  from  otlier  sources  would  be  ample  to  meet  her  current 
budget.  Upon  the  faith  of  that  assurance  w^e  submitted  a  bid  for  the  large 
loan,  and  upon  the  same  faith  we  subsequently  advanced  one  million  and  a 
half  under  the  treasury  bills  agreement.  During  tlie  visit  of  Messrs.  Harrison 
and  Conant  to  Managua  they  were  informed  by  the  Government  that  the  cur- 
rent expenses  could  not  be  met  out  of  the  unpledged  revenues,  but  that  if  the 
bankers  would  render  temporary  assistance  by  advancing  monthly  the  sum  of 
$30,000  up  to  October  15  next  the  deficiency  would  be  met.  We  acceded  and 
extended  to  the  Government  a  further  credit  of  $255,000.  After  this  came  still 
further  requests  for  loans  of  over  $1,300,000  gold.  These  we  felt  compelled  to 
decline,  but  we  offered  and  made  inuuediately  avaih^ble  half  the  credits  reserved 
for  July,  August,  September,  and  October.  Then  came  the  President's  telegram, 
suggesting  that  we  withdraw  wholly  from  the  business. 

It  is  difficult  to  understand  how  any  such  suggestion  can  be  made,  in  view 
of  what  we  have  done  for  Nicaragua  and  of  the  many  proofs  we  have  given 
her  of  our  good  will.  • 

Senator  Shively.  What  was  the  date  of  that?  ^  ,r^ 

Mr.  Mallet-Prevost.  July  16,  1912.  A  copy  of  that  whole  letter 
was  sent  to  the  State  Depaffment  the  following  day,  and  is  in  its  files.      ""^ 

(The  letter  of  transmittal  to  the  State  Department  appears  in  the 
Appendix.) 

Mr.    Mali^t-Prevost.  There   is   some   interesting   correspondence 
which  followed  closely  on  the  heels  of  this,  in  the  fall  of  1912,  which  I 
think  ought  to  be  read  to  the  committee.    The  first  is  a  telegram  from     . 
Mr.  Huntington  Wilson,  as  Acting  Secretary  of  State,  to  the  bankers, 
and  is  dated  September  16,  1912,  as  follows : 
:  [0117 

Washington,  D.  C,  ScptciHhcr  16,  1912. 
Brow  n-Sei<g  MAN, 

59  Wall  Street,  New  York  City: 

For  your  information  and  consideration,  but  without  expressing  opinion  or 
recommendation,  department  desires  to  advise  you  that  it  is  in  receii)t  of  a 
telegram  from  the  American  minister  at  Managua,  under  date  of  September  10,  | 
eleven  a.  m.,  saying  that  the  Nicarjiguan  Government  is  in  urgent  need  of  money  \ 
to  pay  its  troops  and  to  meet  other  legitimate  exjienses  which  have  necessarily 
been  incurred  in  suppressing  armed  disorders ;  that  it  is  considered  to  be  inad- 
visable for  the  Government  to  have  recourse  to  internal  loans,  which  would 
be  decidedly  unpopular. 

The  minister  requests  that  the  bankers  be  acquainted  with  the  importance 
of  promptly  advancing  additional  sums  on  equitable  terms  for  not  less  than 
three  months,  during  which  time  it  is  expected  that  normal  conditions  wU\  be 
reestablished.  Minister  adds  that  President  Diaz  states  he  is  willing  to  meet 
any  reasonable  requirements,  and  that  Diaz  also  states  that  under  the  constitu- 
tion, under  circumstances  such  as  the  present,  he  can  enter  into  an  arrange- 
ment legally  binding  on  the  Nicaraguan  Government. 

Huntington  Wilson, 

Acting  Secretary  of  State. 

That  was  acknowledged  by  the  bankers  on  the  following  day,  say- 
ing, "  Your  telegram  of  September  16  has  been  received  and  will  have 
our  most  serious  consideration." 
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A  few  days  later,  on  September  25,  I  was  called  on  the  long-dis- 
tance telephone  from  the  State  Department,  and  the  following  cable- 
gram, which  the  State  Department  had  received  from  Mr.  Weitzel, 
the  United  States  minister  in  Nicaragua,  was  read  to  me 

Senator  Smith  of  Michigan.  Please  give  the  date. 

Mr.  Mallet- Prevost.  The  cablegram  was  dated  September  23, 
1912,  and  it  was  communicated  to  me  over  the  long-distance  phone 
on  September  25,  1912,  as  follows : 

Extremely  unfortunate  that  bankers  have  not  seen  fit  to  make  additional 
loan — 

They  were  asking,  I  think  at  that  time,  a  million  three  hundred 
thousand  dollars,  then  a  million,  and  then  anything.  They  were 
anxious  to  get  anything  we  could  give  them.     [Resuming  reading:] 

[Cablegram  dated  Sept.  23,  1912,  from  Mr.  Weitzel  to  State  Department,  and  communi- 
cated over  the  telephone  to  Mr.   Mallet-Prevost,   Sept.  25,   1912.] 

Extremely  unfortunate  that  bankers  have  not  seen  fit  to  make  additional  loan 
on  more  favorable  and  less  complicated  terms.  The  troops  and  police  have  not 
been  paid  and  have  not  even  received  provisions,  owing  to  lack  of  money  to  buy 
them,  with  the  result  that  desertions  and  robberies  are  occurring,  and  the  Gov- 
ernment is  fast  losing  control  of  the  situation.  Fifty  thousand  dollars  needed 
immediately,  and  the  Government  has  no  other  means  of  raising  this  money 
except  through  the  bankers,  or  else  by  levying  contributions,  which  latter 
method  is  the  one  adopted  by  the  rebels,  but  should  be  avoided  by  the  admin- 
istration. 

President  Diaz  proposes  (1)  that  the  bankers  advance  fifty  thousand  dollars 
gold  from  the  customs  revenue  and  reimburse  themselves  from  same  source 
under  the  supplementary  contract — 

I  call  the  committee's  attention  to  the  fact  that  we  were  constantly 
being  urged  to  exercise  that  option,  and  were  urged  not  only  to  exer- 
cise it  but  we  were  not  asked  to  pay  a  million  dollars  on  the  option 
if  we  would  only  let  them  have  $50,000 — and  a  little  more  at  a 
time 

Senator  Smith  of  Michigan.  And  the  Government  was  in  a  very 
desperate  condition  at  that  time? 

'  Mr.  Mallet-Prevost.  They  certainly  were;  and  if  the  bankers 
wanted  to  take  advantage  of  that  situation  this  was  the  time  they 
should  have  done  it. 

or,  secondly,  that  the  bankers  exercise  their  option  on  fifty-one  per  cent  of 
the  railroad  under  an  agreement  to  advance  one  hundred  thousand  dollars  per 
month  for  five  months,  and  the  remainder  at  a  time  to  be  mutually  agreed 
upon;  or,  third,  that  the  bankers  advance  the  said  sum  in  monthly  installments 
for  five  months,  and  take  an  option  on  the  remaining  forty-nine  per  cent  of  the 
railroad  at  a  valuation  of  one  million  dollars. 

The  situation  is  critical,  and  unless  relief  is  forthcoming,  further  and  more 
serious  disorders  will  be  inevitable. 

That  proposition  came  as  an  offering  to  us. 

Senator  Smith  of  Michigan.  Is  that  Weitzel  ? 

Mr.  Mallet-Prevost.  Well,  it  is  said  to  be.  I  only  have  it  from 
the  telephone. 

Now,  in  answer  to  that  the  bankers  sent  this  telegram  to  the  Secre- 
tary of  State  on  September  25,  1912: 

New  Yobk,  September  25,  1912. 

Hon.  Philander  C.  Knox, 

Secretary  of  State,  Washington,  D.  C: 
Referring  to  Mr.  Weltzel's  telegram  to  you,  the  substance  of  which  was  to- 
day telephoned  by  Mr.  Plerrpont  to  Mr   Mallet-Prevost,  we  beg  to  say  that  on 
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September  9th  we  submitted  proposition  to  President  Diaz,  offering  to  immedi- » 
ately  release  one  hundred  thousand  dollars  ($100,000)  put  of  customs  receipts,  j 
and  to  provide  four  hundred  thousand  dollars  ($400,000)  ourof  fdnflSTWMV-- 
able  from  Ethelburga  Syndicate  as  result  of  settlement  with  council  of  foreign 
bondholders,   which   settlement,   we  believe,   will   very   soon  be  consummated.  : 
This  proposition,  which  fully  meets  Nicaragua's  requirements,  was  accepted  by 

President  Diaz  on  September  15th^ ^[^,  ^e^^tember  17th  we  telegraphed  fully  : 

regarding  legal  steps  necesi^PB$t^o  be  laken  in  ™&T«4er  to  carry  out  the  above  / 
plan,  and  at  the  same  timcMnstructed  Colonel  Ha^  to  pay  Government  fifty  i 
thousand  dollars  ($50,000)   m  nnnnnntiwHfi"»wwn  nfH^esident  had  issued  neces- 
sary executive  decree.     Copies  of  cable  correspondence  as  above  were  handed 
yesterday  to  Mr.   Doyle. 

We  are  greatly  surprised  at  Mr.  Weitzel's  cable,  and  see  no  reason  for  chang- 
ing the  proposition  which  last  week  was  acceptable  to  Nicaragua.  The  first 
proposition  submitted  through  Mr.  Weitzel  contemplates  the  release  of  only 
fifty  thousand  dollars  ($50,000),  which  is  clearly  insufficient.  If  acceded  to,, 
this  would  certainly  soon  be  followed  by  further  similar  requests. 

The  second  proposition  calls  for  an  exercise  of  our  option  at  a  time  when 
conditions  in  Nicaragua  make  this  most  unwise. 

The  third  proposition  contemplates  an  entirely  new  loan,  and  would  require 
congressional  approval  for  its  validity. 

Proposition  submitted  by  us  will  secure  practically  the  same  results  to 
Nicaragua,  and  as  it  involves  merely  release  of  funds  by  bankers  can  be  consum- 
mated without  intervention  of  Congress. 

Brown    :    Seligman. 

Senator  Smith  of  Michigan.  Who  said  that  last? 

Mr.  Mallet-Prevost.  This  is  in  the  cablegram — Brown  &  Selig- 
man to  the  Secretary  of  State. 

Senator  Smith  of  Michigan.  3^ust  read  that  last  sentence  again. 

Mr.  Mallet- Prevost  (reading):  "The  proposition  submitted  by 
us  will  secure  practically  the  same  results  to  Nicaragua,  as  it  in- 
volves merely  release  of  funds  by  bankers,  can  be  consummated 
without  intervention  of  Congress."  That  means  to  say  release  the 
^400,000,  or  what  was  going  to  come  in  from  Ethelburga. 

Senator  Smith  of  Michigan.  In  customs  ? 

Mr.  Mallet-Prevost.  The  customs,  yes;  and  also  what  was  com- 
ing in  from  Ethelburga — "  can  be  consummated  without  interven- 
tion of  Congress." 

Now.  the  following  day  the  bankers  received  another  telegram 
from  the  State  Department  signed  by  Mr.  Huntington  Wilson,  as 
follows : 

Washington,   D.   C,  September  25,   1912. 

(Received  September  26,  1912.) 
P.ROWN,  Seligman  and  Company. 

Islew  York. 

Confidential  and  urgent  reports  from  the  legation  at  Managua  clearly  indi- 
cate that  whatever  fmaiicial  relief  you  may  be  prepared  to  give  the  Govern- 
ment of  Nicaragua  should,  to  be  effective,  be  immediate  and  in  a  form  in- 
volving no  delay  whatever. 

(Signed)  Huntington  Wilson. 

On  the  following  day,  or  on  the  same  day,  dated  September  26, 
the  bankers  replied  to  that  communication  as  follows : 

September  26,  1912. 
Hon.  Huntington  Wilson, 

Acting  Secretary  of  State,  Washington,  D.  G. 
Sir:  We  have  the  honor  of  acknowledging  receipt  to-day  of  your  telegram, 
dated  September  25th,  in  which  you  inform  us  that  confidential  and  urgent 
reports  from  the  legation  at  Managua  clearly  indicate  that  whatever  financial 
relief  we  may  be  prepared  to  give  the  Government  of  Nicaragua  should,  to  be 
effective,  be  immediate  and  in  a  form  involving  no  delay  whatever. 
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We  also  confii'iii  and  enclose  herewith  copies  of  our  two  telegrams  to  the 
department,  one  of  yesterday  and  one  of  to-day. 

While  we  are  glad  to  assist  Nic;uagna  and  to  cooperate  with  our  own  Gov- 
ernment in  an  endeavor  to  restore  normal  conditions  in  that  country,  we  feel 
that,  in  justice  to  ourselves,  we  should  make  it  clear  that  we  are  not  impelled 
to  such  action  by  any  sense  either  of  moral  or  legal  obligation.  We  have 
already  loaned  to  Nicaragua  sums  of  money  far  in  excess  of  anything  that 
was  contemplated  when  we  signed  the  treasury  bills  agreement  of  September 
1st,  1911,  and  have  devoted  to  the  interests  of  thnt  country  time  and  labor  for 
which  we  can  hardly  hope  to  be  adequately  compensated.  The  present  crisis 
in  her  affairs  is  a  matter  with  which  we  can  have  no  connection,  and  which 
can  give  rise  to  no  obligation  on  our  part.  While  we  feel  sure  th;it  no  other 
views  are  entertained  on  this  subject  by  the  department,  this  would  not  appear 
to  be  wholly  the  case  in  Managua  itself,  and  that  must  be  our  excuse  for  refer- 
ring to  the  subject  at  this  time.  However,  as  you  will  have  seen  from  our 
cable  correspondence  with  our  representative  at  Managua  and  with  the  Na- 
tional Bank  of  Nicaragua,  Incorporated,  we  stand  ready  to  help  Nicaragua 
again,  and  have  undertaken  to  do  so  upon  terms  which  are  apparently  satisfac- 
tory to  President  Diaz. 

Very  respectfully  yours. 

(  Enclosures. ) 

The  result  of  all  those  urgent  appeals  to  us  was  another  contract 
which  we  entered  into  with  Nicaragua  on  November  4,  1912.  Let 
me  see  if  I  can  very  briefly  state  what  the  facts  of  that  agreement 
were. 

You  will  recall  that  under  the  supplementary  loan  agreement 
Nicaragua  had,  or  I  mean  the  bankers  had,  among  other  things  agreed 
to  open  a  credit  of  $500,000  to  Nicaragua  to  be  used  in  connection 
with  the  exchange  fund,  with  the  currency  system.  You  will  also 
recall  that  under  the  agreement  of  May  following,  at  the  time  of 
the  settlement  with  the  Ethelburga  people,  the  bankers  were  relieved 
of  that  obligation  of  $500,000,  and  a  part  of  the  fund  that  was  de- 
posited in  London,  it  was  agreed,  should  be  used  instead. 

At  this  time  we  were  confronted  with  the  situation  that  there  was 
no  Congress  in  session  in  Nicaragua,  and  we  were  afraid  to  make  an 
agreement  with  Nicaragua  to  let  them  have  a  new  loan  of  $400,000 
because  there  was  no  authority  in  the  Executive  to  make  such  an 
agreement,  and  in  studying  how  to  get  around  that  and  to  be  able 
to  help  Nicaragua,  I,  with  considerable  trepidation,  finally  advised 
that  we  could  do  it  in  this  way,  that  the  bankers  could  renounce  as 
to  $400,000  the  agreement  which  they  had  secured  from  Nicaragua 
under  the  May  25th  contract  with  reference  to  the  payment  of 
$500,000  into  the  exchange  fund,  thereby  leaving  alive  their  obli- 
gation under  the  earlier  contract,  the  supplementary  loan  agree- 
ment, and  that  they  should  use  $400,000  of  the  money  received  from 
the  Ethelburga  Syndicate  in  helping  Nicaragua  out,  and  that  is  what 
we  did  under  this  agreement. 

We  also  released  $100,000  that  was  in  our  hands  as  a  result  of 
customs  collections.  So  we  helped  her  out  to  the  extent  of  $500,000, 
and  in  exchange  for  that  Nicaragua  in  that  contract,  or  rather  the 
President,  agreed  to  give  us  an  option  at  $1,000,000  for  the  49  per 
cent  of  the  railroad  company's  stock.  We  felt,  as  regards  that  op- 
tion, that  it  did  not  amount  to  very  much  unless  it  was  subsequently 
ratified  by  Congress,  but  we  took  our  chances  because  we  had  to  do 
it  under  the  circumstances  if  we  were  going  to  help  Nicaragua  at  all. 

Senator  Smith  of  Michigan.  You  regarded  that  as  additional  se- 
curity, in  a  sense? 
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Mr.  Mai.l,et-Prevost.  It  was  not  given  as  security,  but  as  an  op- 
tion, as  an  inducement  to  us  to  do  this  thing.     If  the  option  turned 
out  to  be  worth  nothing,  as  it  subsequently  did  turn  out  to  be  worth 
nothing,  then  we  got  nothing.     We  made  that  contract,  and  by  virtue  .. 
of  that  contract  we  actually  released  to  Nicaragua  $250,000  of  this  ! 
$400,000  and  also  $100,000  of  customs  collections. 

The  full  text  of  the  above-mentioned  agreement  of  November  4, 
1912,  is  as  follows : 

The  Republic  of  Nicaragua  and  Brown  Brothers  &  Company  and  J.  &  W. 

Seligman  &  Company. 

argeement  dated  november  4th  1912. 

Agreement,  made  at  the  City  of  New  York,  this  fourth  day  of  November,  one 
thousand  nine  hundred  and  twelve,  between  the  Republic  of  Nicaragua  (liere- 
inafter  called  the  "Republic"),  party  of  the  first  part,  and  Brown  Brothers 
&  Company,  and  J.  &  W.  Seligman  &  Company,  copartnerships  doing  business 
in  the  City  of  New  York  (hereinafter  called  the  "Bankers"),  parties  to  the 
second  part,  witnesseth:  \ 

Whereas,  the  parties  hereto  have  heretofore  entered  into  three  agreements  V 
dated,  respectively,  September  1,  1911,  March  26,  1912,  and  May  25,  1912;  and   '^ 

Whereas  the  Septen>ber  1.  1911,  agreement,  known  as  the  Treasury  Bills 
Agreement,  provided  for  the  loan  by  the  Bankers  to  the  Republic  of  one  million 
five  hundred  thousand  dollars  ($1,500,000),  represented  by  an  issue  of  Treasury 
Bills  secured  by  the  customs  revenues  of  the  Republic ;  which  revenues  were 
to  be  and  are  being  collected  by  a  Collector  General  of  Customs  nominated  by 
the  Bankers,  approved  by  the  Secretary  of  State  of  the  United  States  and 
appointed  by  the  Republic ;  and 

Wliereas  the  Treasury  Bills  Agreement  provided  that  the  Collector  General 
of  Customs  should  remit  to  the  Bankers  the  amounts  collected  by  him  as  cus- 
toms and  that  when  so  received  by  the  Bankers  they  should,  after  setting 
aside  certain  sums,  apply  the  balance  to  the  payment  of  the  interest  and 
principal  of  the  Treasury  Bills;  and 

Whereas  the  March  26,  1912  agreement,  known  as  Supplemental  Loan  Agree- 
ment, provided  that  the  Bankers  should  open  a  credit  of  five  hundred  thou- 
sand dollars  ($500,000)  in  favor  of  the  Republic,  available  exclusively  for  cur- 
rency, purposes;  and 

Whereas  the  May  25,  1912  agreement  provided  that  a  certain  fund  of  three 
hundred  and  seventy-one  thousand  seven  hundred  and  thirty  pound  (£371,730) 
Sterling,  if  and  when  received  by  Brown,  Shipley  &  Company,  of  London,  for 
account  of  the  Bankers  under  another  agreement  of  the  same  date  between 
the  Republic  and  the  Corporation  of  Foreign  Bondholders,  should  be  applied 
by  said  Bankers  in  part  as  follows : 

"  To  the  repayment  to  the  Bankers  of  such  portion  of  the  loan  if  five  hun- 
dred thousand  dollars  ($500,000)  mentioned  in  Article  First  of  the  Supple- 
mental Loan  Agreement  of  March  26,  1912,  between  the  Republic  and  the 
Bankers  as  may,  up  to  the  date  of  said  repayment,  have  been  advanced  and 
may  then  be  unpaid,  together  with  interest  and  commissions  as  in  said  Sup- 
plemental Loan  Agreement  provided ;  if  the  amount  of  the  loan  so  to  be  repaid 
to  the  Bankers  shall  be  less  than  five  hundred  thousand  dollars  ($500,000), 
any  difference  between  such  amount  and  five  hundred  thousand  dollars 
($500,000)  shall  be  paid  into  the  Exchange  Fund  created  under  the  currency 
law  of  the  Republic  of  March  20,  1912,  and  the  Bankers  shall  thereupon  be 
released  from  all  obligations  assumed  by  them  under  Article  First  and  also 
under  Article  Seventh,  Paragraph  4,  of  the  said  Supplemental  Loan  Agree- 
ment of  March  26,  1912,  so  far  as  said  Paragraph  4  relates  to  the  above  five 
hundred  thousand  dollars  ($500,000)  loan;"  and 

Whereas  no  portion  of  the  credit  of  five  hundred  thousand  dollars  ($500,000) 
under  said  Supplemental  Loan  Agreement  has  yet  been  used,  it  resulting  there- 
from that  under  the  terms  of  the  above-quoted  paragraph  the  five  hundred 
thousand  dollars  ($500,000)  therein  mentioned  would,  unless  otherwise  pro- 
vided, be  payable  to  the  Exchange  Fund  and  when  so  paid  the  Bankers  would 
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be  relieA'ed  from  all  obligations  under  the  five  hundred  thousand  dollar 
($500,000)  credit  mentioned  in  the  Supplemental  Loan  Agreement;  and 

Whereas  the  Bankers,  in  order  to  meet  the  i^ressing  necessities  of  the  Re- 
public, and  in  consideration  of  the  agreements  hereinafter  set  forth,  are  will- 
ing (1)  to  waive  their  right  to  apply  to  the  payment  of  the  principal  and 
interest  of  the  Treasui-y  Bills  the  sum  of  one  hundred  thousand  dollars 
($100,000)  collected  under  the  terms  of  the  Treasury  Bills  Agreement  and  to 
release  said  sum  for  the  benefit  of  the  Republic,  as  hereinafter  provided;  and 
(2)  to  modify  the  terms  of  the  May  25,  1912  agreement  so  that  four  hundred 
thousand  dollars  ($400,000)  out  of  the  five  hundred  thousand  dollars  ($500,000) 
mentioned  in  Article  Second  (c)  of  said  agreement  may  be  available  to  the 
Republic  for  its  current  expenses : 

Now,  therefore,  for  and  in  consideration  of  the  premises  and  of  the  mutual 
covenants  and  agreements  hereinafter  set  forth,  it  is  hereby  stipulated  and 
agreed  as  follows,  to  wit: 

First:  The  bankers  shall  forthwith  instruct  the  Collector  General  of  Cus- 
toms to  pay  to  said  ^Minister  of  Finance  out  of  the  customs  collections  in  his 
hands  the  sum  of  one  hundred  thousand  dollars  ($100,000),  which  the  Bankers 
hereby  release  from  the  lien  of  the  Treasury  Bills  Agreement.  It  is  agreed  that 
such  rele.ise  shall  not  in  any  way  alter  or  affect  the  terms  of  the  Treasury 
Bills  Agreement  or  the  right  of  the  Bankers  to  the  security  provided  thereunder. 

Second:  Paragraph  (c)  of  Article  Second  of  the  May  25,  1012  agreement 
between  the  Republic  and  the  Bankers,  is  hereby  modified  to  read  as  follows: 

(c-1)  To  the  repayment  to  the  Bankers,  but  only  to  the  extent  of  one  hun- 
dred thousand  dollars  ($100,000),  of  such  portion  of  the  loan  of  five  hundred 
thousand  dollars  ($500,000)  mentioned  in  Article  First  of  the  Supplemental 
Loan  Agreement  of  March  26,  1912,  between  the  Republic  and  the  Bankers,  aa 
may,  up  to  the  date  of  said  repayment,  have  been  advanced  and  may  then  be 
unpaid,  and  in  addition  thereto,  interest  and  commissions  as  in  snid  Supple- 
mental Loan  Agreement  provided;  if  the  amount  of  the  loan  so  to  be  repaid  to 
the  Bankers,  exclusive  of  interest  and  commissions  as  aforesaid,  shall  be  less 
than  one  hundred  thousand  dollars  ($100,000),  any  difference  between  such 
amount  and  one  hundred  thousand  dollars  ($100,000)  shall  be  paid  into  the 
Exchange  Fund  created  under  the  currency  law  of  the  Republic  of  March  20. 
1912,  and  the  Bankers  shall  thereupon  be  released,  to  the  extent  of  one  hundred 
thousand  dollars  ($100,000)  from  the  obligations  assumed  by  them  under  Ar- 
ticle First,  and  also  under  Article  Seventh,  Paragraph  4,  of  the  snid  Supple- 
mental Loan  Agreement  of  March  26,  1912,  so  far  as  said  Paragraph  4  relates 
to  the  above  five  hundred  thousand  dollar  ($500,000)   loan. 

(c-2)  To  the  payment  to  the  Republic  of  the  sum  of  four  hundred  thousand 
dollars  ($400,000).  Said  sum  of  four  hundred  thousand  dollars  ($400,000) 
shall  be  set  aside  and  held  by  the  Bankers  as  a  separate  fund  for  the  benefit 
of  the  Republic,  and  shall  be  paid  by  the  Bankers  to  the  Minister  of  Finance 
of  the  Republic,  in  installments,  at  such  times  and  in  such  amounts  as  may 
be  agreed  upon  by  the  President  of  the  Republic  and  the  Bankers.  The  order 
of  the  President  or  of  the  Minister  of  Finance  shall  be  sufficient  authority  to 
the  Bankers  to  jnake  said  payments. 

Third :  In  consideration  of  the  release  by  the  Bankers  of  the  one  hundred 
thousand  dollars  ($100,000)  of  customs  revenues  mentioned  in  Paragraph 
First  above,  and  in  consideration  of  their  agreement  to  modify,  as  above  pro- 
vided, the  agreement  of  May  25,  1912,  the  Republic  hereby  grants  to  the  Bankers 
the  following  option : 

During  such  period  as  the  Bankers  under  the  provisions  of  Paragraph  Four- 
teenth of  the  Supplemental  Loan  Agreement  shall  have  an  option  to  i>urchase 
fifty-one  per  cent  (51%)  of  the  entire  capital  stock  of  the  Ferrocarril  del 
Pacifico  de  Nicaragua,  the  Bankers  shall  also  have  the  right  at  their  option 
to  purchase  and  the  Repul)lic  hereby  agrees  at  the  recpiest  of  the  Bankers 
under  said  option  to  sell,  transfer,  convey  and  assign  to  them,  free  and  clear 
of  any  and  all  liens,  charges  or  incumbrances,  the  remaining  forty-nine  per 
cent.  (49%)  of  the  entire  capital"  stock  of  said  Ferrocarril  del  Pacifico  de 
Nicaragua  for  the  price  of  one  million  dollars  ($1,000,000)  United  States  gold. 
The  exercise  of  said  option  shall  be  by  notice  to  the  Republic  to  be  given  in 
the  same  manner  as  provided  in  Article  Thirteenth  of  the  Treasury  Bills  Agree- 
ment in  which  ease  the  Executive  shall  deliver  to  the  Bankers  the  stock  so 
purchased. 

Fourth:  For  the  same  considerations  mentioned  in  Paragrapb  Third  above 
and  as  a  condition  to  the  performance  by  the  Bankers  of  the  obligations  as- 
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sumed  by  them  liereiinder  and  with  a  view  to  improving  the  financial  condi- 
tions of  the  Republic  and  of  placing  the  collection  of  her  internal  revenues 
upon  an  economicnl  and  effective  basis,  it  is  hereby  agreed  that  all  of  the 
internal  taxes  of  the  Rejniblic,  including  liquor  and  tobacco  taxes,  shall  be 
collected  by  The  National  Bank  of  Nicaragua,  Incorporated,  through  such 
agent  or  agents  as  it  may  designate  and  appoint;  and  to  this  end  the  Republic 
hereby  confers  upon  said  Bank  full,  ample  and  sufficient  power  and  authority. 

Fifth :  The  Bankers  shall  be  repaid  all  expenses  incurred  by  them  on  ac- 
count of  counsel  fees,  cabling  and  traveling  exiienses,  and  generally,  all  sums 
expended  in  connection  with  theniatters  covered  by  this  agreement,  or  in 
connection  with  any  and  all  negotiations  heretofore  had  between  the  Republic 
and  the  Bankers  concerning  additional  loans  and  modilicjitions  of  the  Treasury 
Bills  Agreement  of  September  1,  1011,  the  Supplemental  Loan  Agreement  of 
March  2(5,  1912,  and  the  May  25,  1912,  agreement.  All  such  expenses  shall  be 
included  among  and  paid  at  the  same  time  and  in  the  same  manner  as  pro- 
vided in  Paragraph  Eighteenth  of  the  Supplemental  Loan  Agreement :  They 
shall  also  be  included  in  the  provisions  of  Paragraph  Second  (b)  of  the  agree- 
ment of  May  25th,  1912. 

Sixth:  The  option  gi'anted  hereunder  to  the  parties  of  the  second  part  is 
intended  for  their  joint  benefit,  and  such  option  shall  be  exercised  jointly  by 
both  firms,  except  that  if  either  of  said  firms  shall  elect  not  to  avail  itself  of 
said  option  privilege,  such  option  may  be  exercised  by  and  shall  enure  to  the 
benefit  of  the  other  firm. 

Seventh :  This  agreement  shall  be  deemed  to  be  and  shall  be  construed  as  a 
New  York  contract.  Its  provisions  shall  apply  to  and  in  respect  of  the  firms 
of  bankers  constituting  the  parties  of  the  second  part  as  said  firms  shall  from 
time  to  time  be  constituted  without  reference  to  any  change  of  membership. 

In  witness  whereof,  the  Republic  has  caused  this  agreement  to  be  subscribed 
on  its  behalf  by  Dr.  Salvador  Castrillo,  Envoy  Extraordinary  and  Minister 
Plenipotentiary  of  Nicaragua,  near  the  Government  of  the  United  States;  and 
said  Brown  Brothers  &  Company  and  J.  &  W.  Seligman  &  Company  have  here- 
unto set  their  hands  and  seals,  the  day  and  year  first  above  written.  This 
contract   is  executed  in  triplicate. 

Salvador  Castrillo 

Brown  Brothers  &  Co.     [seal.] 

J.  &  W.  Seligman  &  Co.     [seal.] 

Witness : 

S.  Mallet-Prevost. 

Senator  Smith  of  Michigan.  Was  there  any  exaction  made  as  part 
of  that  arrangement  that  the  constitution  of  Nicaragua  should  be 
changed  ? 

Mr.  Mallet-Prevost.  No,  sir. 

Senator  Smith  of  Michigan.  Was  it  changed,  as  a  matter  of  fact? 

Mr.  Mallet- Prevost.  No,  sir ;  not  that  I  have  any  recollection  of. 
I  do  not  remember  anything  coming  up  at  that  time. 

Senator  Williams.  You  say  that  the  option  turned  out  afterwards 
to  be  worthless.  Was  that  because  the  Nicaraguan  Congress  refused 
to  ratify  the  agreement  to  give  you  the  option  ? 

Mr.  Mallet- Prevost.  Yes,  sir;  after  we  had  paid  $350,000  to  | 
Nicaragua  on  the  faith  of  this  contract,  and  after  Nicaragua  had  [ 
gotten  all  the  other  benefits  of  the  contract,  then  she  refused  to  ; 
ratify  it,  and  our  option  was  waste  paper.  When  we  reached  that  , 
point  we  said,  "  We  have  parted  with  $350,000;  that  is  all  right,  but 
we  are  not  going  to  let  the  other  $150,000  go."  So  the  matter  simply  ' 
stood  there  until  March  3,  1913,  when  we  got  this  telegram  from  , 
Secretary  Knox: 

Washington,  D.  C,  March  3,  1913. 
Brown  Bros.  &  Co., 

59  Wall  Street,  New  York: 

Minister  Weitzel,  under  date  of  March  second,  six  p.  m,,  telegraphs  that  the  ( 
Nicaraguan  Assembly  will  not  authorize  option  for  the  sale  of  entire  railroad,  ' 
and  that  any  proposal  based  thereon  must  be  given  up.     The  minister  then  1 
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suggests    that   only   two   possible   courses   are   now   open    to    avert   a    serious 
economic  crisis : 

First.  That  the  bankers  should  exercise  their  option  on  fifty-one  per  cent 
of  the  railroad  and  reimburse  themselves  for  existing  indebtedness,  thereby 
releasing  all  Government  revenues;   or 

Second.  That  the  bankers  should  release  all  securities  except  the  railroad, 
the  option  on  fifty-one  per  cent  of  which,  under  the  contract,  will  continue  until 
the  debt  is  discharged.  President  Diaz  seems  to  feel  that  the  bankers  are  too 
insistent  on  having  now  the  same  security,  when  the  debt  is  only  four  hundred 
thousand  dollars.  The  minister  observes  that  unless  the  bankers  accept  one  or 
other  of  the  above  proposals  there  is  likelihood  that  the  assembly,  which  is 
about  to  adjourn,  will  revoke  all  financial  legislation,  and  says  that  the 
situj.tion  is  critical  and  should  be  immediately  relieved. 

Knox, 

As  a  result  of  that  appeal  from  the  State  Department,  the  bankers, 
without  further  contract,  let  go  the  other  $150,000  and  turned  it 
over  to  Nicaragua,  and  in  addition  to  that  they  agreed  to  release  the 
customs  from  March  1,  1913,  up  to  Jime  30,  1913,  so  as  to  further 
help. 

That  was  in  March,  just  before  the  new  administration  came  in, 
and  we  hoped  to  be  out  of  the  woods  for  a  little  while,  but  immedi- 
ately new  appeals  came,  and  we  made  a  new  contract  on  June  30, 
1913,  following,  and  under  that  contract  we  let  them  have  some  more 
money.  You  will  remember  that  I  spoke  a  moment  ago  about  the 
way  we  got  around  the  situation  in  the  absence  of  Congress,  by  let- 
ting them  have  help  to  the  extent  of  $400,000  of  the  original  $500,000 
which  the  bankers  had  obligated  themselves  to  provide  for  currency 
purposes.  Now,  under  this  contract,  having  given  them  already 
^1^400,000,  we  gave  them  the  other  $100,000,  making  $500,000.  Then 
we  released  the  customs  again  from  June  30  to  October  15,  1913, 
upon  which  date  the  old  treasury  bills  became  due. 

Senator  Smith  of  Michigan.  Referring  to  your  answer  a  moment 
ago,  what  did  you  get  for  those  additional  advances? 

Mr.  Mallet-Prevost.  Nothing. 

Senator  Smith  of  Michigan.  Not  even  a  contract  to  purchase  the 
railroad  stock? 

Mr.  Mallet-Prevost.  No,  sir;  not  a  cent;  no  consideration  what- 
ever. 

Senator  Smith  of  Michigan.  What  was  that  date? 

Mr.  Mallet-Prevost.  June  30th,  1913.  The  contract  is  here.  It 
speaks  for  itself. 

Senator  Smith  of  Michigan.  We  can  have  a  copy  of  that? 

Mr.  Mallet-Prevost.  Oh,  yes,  sir ;  you  can  have  a  copy  of  all  these 
things.  ^     _ 

The  full  text  of  the  agreement  of  June  30,  1913,  between  the  Re- 
public of  Nicaragua  and  the  bankers  is  as  follows: 

SKE43] 

Republic  of   Nicaragua,   and   Brown    Brothers   &   Company   and   J.   &   W. 

Seligman  &  Company. 

agreement,  dated  i  june  30th,  1913. 

Aj?reeinent  made  at  the  City  of  New  York  this  30th  dny  of  June,  1J)13, 
between  the  Republic  of  Nicaragua  (hereinafter  en  lied  the  '*  Ueimblic  "),  party 
of  the  first  part,  and  Brown  Brothers  &  C<^nipany  and  J.  &  W.  Seligman  & 
Company,  copartnerships  doing  business  in  the  City  of  New  York  (hereinafter 
called  the  "Bankers"),  parties  of  the  second  part,  Witnesseth : 
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AVhereas,  the  contract  of  November  4,  1912,  between  the  parties  hereto 
niodifled  two  prior  contracts  between  them,  rated  respectively  March  26th  and 
^^ay  25th,  1912,  with  the  result  that  the-  Bankers  were  relieved  of  the  obliga- 
tion to  provide  one  hundred  thousand  dollars  for  the  purpose  of  the  Monetary 
Law  of  March  20,  1912,  said  sum  being  a  part  of  certain  five  hundred  thousand 
dollars  mentioned  in  said  contracts;  and 

Whereas,  notwithstanding  the  provisions  of  said  contract  of  November  4, 
1912,  the  Republic  considers  it  advisable  that  said  sum  of  one  hundred  thousand 
dollars  shall  remain  available  for  the  purposes  indicated,  and  desires  that  the 
Banlcers  shall  not  avail  themselves  of  the  provisions  referred  to,  but  that  on  the 
contrary  they  shall  provide  said  sum  as  an  integral  part  of  said  five  hundred 
thousand  dollars  upon  the  same  conditions  that  would  have  governed  if  the 
contracts  of  May  25th  and  November  4th,  1912,  had  not  been  entered  into ;  and 

Whereas,  the  Bankers  have  offered  to  waive  said  provisions  of  said  November 
4,  1912  contract  and  to  provide  said  one  hundred  thousand  dollars  for  the 
purposes  of  said  Monetary  Law  as  originally  agreed; 

Whereas,  the  Bankers  have  also  offered  to  waive  their  right  to  apply  the 
Customs  collections  up  to  October  15,  1913,  to  the  payment  of  the  ])rincipal  and 
interest  of  the  Treasury  Bills  still  outstanding  and  to  the  repayment  of  the 
amounts  advanced  and  tobe  advanced  by  them  under  the  supplemental  Loan 
Agreement  of  March  26,  1912,  for  the  purposes  of  said  Monetary  Law; 

^^'hereas,  said  otters  by  the  Bankers  are  upon  the  following  conditions, 
namely : 

First :  That  the  one  hundred  thousand  dollars  above  mentioned  to  be  provided 
by  the  Bankers  shall  be  applicable  exclusively  to  the  purposes  of  said  Monetary 
Law. 

Second:  That  the  customs  duties  to  be  collected  between  June  30th  and 
October  15th,  1913,  after  the  payment  of  the  costs  of  collection,  shall  be  ap- 
plied as  follows : 

(a.)  To  the  payment  during  each  month  to  the  Bankers  of  the  amounts 
which,  under  the  provisions  of  the  May  25,  1912  contract  between  the  Republic 
and  the  corporation  of  Foreign  Bondholders,  are  payable  for  account  of  interest, 
sinking  fund  and  service  of  the  1909  loan. 

(h.)  To  the  payment  during  each  month  to  the  United  States  Mortgage  and 
Trust  Company  of  one-quarter  of  the  balance  of  said  Customs  collections,  said 
amount  to  be  treated  as  addition^  to  the  Exchange  Fund  established  by  the 
Monetary  Law. 

(c.)  To  the  payment  during  each  month  of  a  sum  not  exceeding  three  thou- 
sand dollars  to  the  Mixed  Claims  Commission  for  salaries  and  expenses  of  stiid 
commission. 

(d.)  After  the  foregoing  payments  shall  have  been  made,  any  balance  during 
each  month  shall  be  deix)sited  with  the  National  Bank  of  Nicaragua,  Incorpo- 
rated, to  the  credit  and  for  the  benefit  of  the  Republic. 

Third :  That  any  failure  on  the  part  of  the  Republic  to  comply  with  any  of 
said  conditions  shall  operate  to  terminate  the  obligation  of  the  Bankers  to  make 
any  further  advances  under  the  Supplemental  Loan  Agreement  and  shall  rein- 
state their  rights  as  to  Customs  thereafter  collected  as  if  this  agreement  had 
not  been  made;  and 

Fourth :  That  such  waivei-s  shall  in  no  manner  affect  the  rights  of  the  Bank- 
ers under  the  Treasury  Bills  and  Supplemental  Loan  Agreement. 

Now,  therefore,  for  and  in  consideration  of  the  premises,  it  is  hereby  stipu- 
lated and  agreed  as  follows,  to  wit : 

The  Bankers  on  the  terms  and  subject  to  the  conditions  hereinbefore  set  forth, 
hereby  waive  such  of  the  provisions  of  the  November  4th,  1912  contract  as  re- 
lieved them  from  the  obligation  to  provide  $100,000  for  the  purposes  of  the 
Monetary  Law  of  March  20th,  1912,  and  agree  to  provide  said  $100,000  as  an 
integral  part  of  the  $500,000  mentioned  in  the  Supplemental  Loan  Agreement 
of  March  26th,  1912,  upon  the  same  conditions  that  would  have  governed  if  the 
contracts  of  May  25th  and  November  4th,  1912,  had  not  been  entered  into.  And 
the  Bankers  also  upon  the  terms  and  subject  to  the  conditions  hereinbefore  set 
forth,  waive  their  right  to  apply  the  Customs  collections  from  June  30th  to 
October  15th,  1913,  to  the  payment  of  the  principal  and  interest  of  the  Treasury 
Bills  outstanding,  and  to  the  repayment  of  the  amounts  advanced  and  to  be' 
advanced  by  them  under  the  Supplemental  Loan  Agreement  of  March  26th,  1912^ 
for  the  purposes  of  said  Monetary  Law. 

50151— PT  6—14 7 


264    coNVENTioiir  between  united  states  and  nicaeagua. 

The  Republic  hereby  accepts  the  said  waivers  and  agreements  on  the  part  of 
the  Bankers  ui)on  the  terms  and  conditions  hereinbefore  set  forth,  and  hereby 
agrees  to  comply  with  said  terms  and  conditions. 

This  agreement  shall  be  deemed  to  be  and  shall  be  construed  as  a  New  York 
contract.  Its  provisions  shall  apply  to  and  in  resi)ect  of  the  firms  of  bankers 
constituting  the  parties  of  the  second  part  as  said  firms  shall  from  time  to  time 
be  constituted  without  reference  to  any  change  in  membership. 

In  witness  whereof,  the  Republic  has  caused  this  agreement  to  be  subscribed 
on  its  behalf  by  Pedro  Rafael  Cuadra,  its  Minister  of  Finance,  thereunto  duly 
authorized;  and  said  Brown  Brothers  &  Company  and  J.  &  W.  Seligman  & 
Company  have  hereunto  set  their  hands  and  seals  the  day  and  year  first  above 
written.    This  contract  is  executed  in  triplicate. 

Republic  or  Nicaragua, 
By  Pedro  Raf.  Cuadra, 

Minister  of  Finance. 
Brown  Brothers  &  Co. 
J.  &  W.  Seligman  &  Co. 
Witness : 

S.  Mallet-Prevost. 

Mr.  Mallet-Prevost.  That  was  in  June,  and  this  was  very  shortly 
after.  It  was  about  that  time,  I  believe,  that  Mr.  Cuadra  came  up 
from  Nicaragua,  and  then  we  had  more  calls  for  money. 

Senator  Williams.  Who  was  it  that  came  here  from  Nicaragua? 

Mr.  Mallet-Prevost.  Mr.  Cuadra,  the  present  financial  agent.  He 
used  to  be  the  minister  of  finance  down  there,  and  he  came  up  here  as 
financial  agent  and  immediately  started  new  negotiations  and  those 
negotiations  which  were  carried  on  went  all  through  the  summer  of 
1913  and  culminated  in  the  agreements  of  October  8,  1913 — last  Octo- 
ber— when  we  entered  into  the  agreements  which  are  now  in  force. 

(Copies  of  the  following  agreements,  all  dated  October  8,  1913, 
appear  in  the  appendix : ) 

1.  Collateral  Trust  Agreement  between  the  Republic  of  Nicaragua  and  the 
United  States  Mortgage  &  Trust  Co. 

2.  Agreement  for  Purchase  of  Treasury  Bills  between  the  Republic  of  Nicara- 
gua and  Brown  Bros.  &  Co.  and  J.  &  W.  Seligman  &  Co.     (Appendix  3.) 

3.  Agreement  for  purchase  of  railroad  and  bank  stock  between  the  same 
parties. 

4.  Agreement  between  the  Republic  of  Nicaragua  and  National  Bank  of 
Nicaragua,  Incorporated. 

5.  Agrement  between  Republic  of  Nicaragua  and  Ferrocarril  del  Pacifico  de 
Nicaragua. 

Mr.  Mallet-Prevost.  Now,  very  briefly,  these  agreements,  which 
were  severally  numbered,  provided  this :  We  exercised  the  option  on 
the  purchase  of  that  51  per  cent  of  the  railroad  stock  and  paid  Nicara- 
gua a  million  dollars  for  it;  secondly,  we  purchased  a  new  issue  of 
treasury  bills — the  one-5^ear  treasury  bills — which  come  due  next 
October,  for  $1,060,000  par  value.  They  were  discounted  at  6  per 
cent,  so  we  paid  a  million  dollars  for  them.  Instead  of  having  them 
bear  6  per  cent  payable  on  maturity,  they  were  discounted  at  6  per 
cent.    That  made  $2,000,000. 

Secretary  Bryan.  It  was  simply  interest  paid  in  advance. 

Mr.  Mallet-Prevost.  Simply  interest  paid  in  advance.  Then  at 
the  earnest  solicitation  of  Nicaragua  the  capital  of  the  national  bank 
was  increased  from  $100,000,  which  it  had  been  theretofore,  to 
$300,000,  and  the  bankers  took  51  per  cent  of  that  stock  at  par,  paying 
$153,000  for  it,  the  other  $147,000  belonging  to  Nicaragua.  Of  that 
$147,000  she  had  already  paid  $100,000,  the  original  capital,  and  out 
of  this  $2,000,000  which  she  got  she  paid  for  the  other  $47,000,  so  the 
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bank  to-day  has  a  capital  of  $300,000,  of  which  the  bankers  own  51 
per  cent  and  Nicaragua  owns  49  per  cent;  and,  as  I  have  stated,  of  the 
railroad  the  bankers  purchased  51  per  cent  and  the  other  49  per  cent 
belongs  to  the  Republic. 

Secretary  Bryan.  Those  purchases,  both  of  the  51  per  cent  of  the 
railroad  and  the  bank,  were  made  under  contract  prior  to  that  time, 
which  you  have  already  given? 

Mr.  Mallet-Prevost.  I  have  referred  to  the  option  which  we  had, 
and  which  we  were  constantly,  constantly  being  pressed  to  exercise, 
and  which  we  finally  exercised  in  this  form. 

The  Chairman.  Have  you  an  option  now  on  the  49  per  cent  ? 

Mr.  Mallet-Prevost.  No,  sir ;  we  have  no  option  whatever,  only  a  j 
preferential  right  to  purchase  that  49  per  cent  in  case  Nicaragua 
wants  to  sell  it. 

Senator  Shively.  The  railroad  is  owned  by  the  Maine  corporation  ?  1 

Mr.  Mallet-Prevost.  Yes,  sir;  51  per  cent  by  the  bankers  and  49 
per  cent  by  the  Republic.  , 

Senator  Shively.  And  the  bank  is  owned ' 

Mr.  Mallet-Prevost.  It  is  a  Connecticut  corporation^  and  is  owned 
in  the  same  way — 51  per  cent  by  New  York  bankers  and  49  per  cent 
by  the  Government. 

Now,  as  to  how  the  balance  of  this  two  millions  was  disposed  of, 
you  will  get  the  exact  details  from  the  bankers  when  they  come  on 
the  stand;  but  we  took  up  all  outstanding  indebtedness,  including  the ) 
old  treasury  bills  of  1911,  so  far  as  they  were  still  outstanding,  all  of 
which  indebtedness  is  wiped  out.  All  these  loans  which  the  bankers ' 
had  made  from  time  to  time  were  repaid,  so  that  the  Avhole  thing  was 
cleaned  up  and  we  began  with  a  clean  slate.  The  situation  at  this 
moment  is  that  the  bankers  hold  a  million  and  sixty  thousand  dollars' 
worth  of  treasury  bills  which  come  due  next  fall. 

Senator  Smith  of  Michigan.  In  October? 

Mr.  Mallet-Prevost.  In  October. 

Senator  Root.  That  is  the  entire  debt? 

Mr.  Mallet-Prevost.  That  is  the  entire  debt  so  far  as  we  are  con- 
cerned. The  rest  of  the  money  is  invested  in  the  country — a  million 
dollars  in  the  railroad  and  $153,000  in  the  bank. 

Senator  Smith  of  Michigan.  The  United  States  Mortgage  &  Trust 
Co.,  however,  as  trustee,  hold  all  of  the  remaining  shares  of  the  rail- 
road and  of  the  banking  company. 

Mr.  Mallet-Prevost.  Certainly.  I  should  say  that  the  million  and  ; 
sixty  thousand  dollars  of  the  treasury  bills  is  secured  in  this  way :  \ 
In  the  first  place,  a  lien  on  the  customs — I  should  say  a  lien  on  the 
customs  subsequent  to  other  liens  that  are  on  the  customs — and  in  the 
second  place  by  a  first  lien  upon  the  Republic  of  Nicaragua's  bank; 
shares,  and  thirdly  by  a  first  lien  upon  the  Republic  of  Nicaragua's  I 
railroad  shares.  1 

Senator  Smith  of  Michigan.  Those  are  all  set  forth 

Mr.  Mallet-Prevost.  It  is  all  set  forth  in  the  contract,  and  the  cer- 
tificates of  stock  are  deposited  in  the  United  States  Mortgage  &  Trust 
Co.  as  collateral  security  for  these  treasury  bills.  Have  I  brought 
out  all  you  wanted  to  ascertain  ? 

Senator  Smith  of  Michigan.  Very  clearly. 
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Senator  Shively.  I  have  not  been  present  throughout  all  of  your 
statements.  You  spoke  of  your  lien  as  being  subordinate  to  other 
liens  on  customs.     What  are  some  of  the  superior  liens? 

Mr.  Mallet- Prevost.  For  instance',  there  is  a  lien  in  favor  of  the 
1909  bondsj  which  have  been  wrongly  but  currently  designated  as  the 
Ethelburga  bonds,  and  a  good  many  of  those  have  been  retired. 

Senator  Smith  of  Michigan.  They  refunded  the  Ethelburga  bonds? 

Mr.  Mallet- Prevost.  No;  they  are  the  same  bonds.  They  do  not 
take  the  place  of  other  bonds.  They  are  actually  the  same  bonds, 
stamped;  that  is  all.  They  have  a  first  lien  on  the  customs.  I  do 
not  know  what  the  amount  outstanding  is;  that  is,  the  amount  of 
those  still  outstanding.  It  must  be  a  little  under  $6,000,000.  You 
will  get  that  from  the  bankers  exactly.     They  have  it  to  a  penny. 

Senator  Smith  of  Michigan.  All  the  customs  were  pledged  to 
secure  that  ? 

Mr.  Mallet-Prevost.  All  that ;  yes,  sir. 

Senator  Smith  of  Michigan.  Then  25  per  cent  of  the  customs  was 
pledged  a  little  later  on  with  another  class  of  securities  ? 

Mr.  Mallet- Prevost.  Yes;  we  have  allowed  to  go  ahead  of  those 
things  a  pledge  on  the  customs — I  can  not  recall  exactly  the  terms, 
but  it  is  unimportant.  It  is  under  the  October  8,  1913,  agreement 
with  the  bank  and  is  for  the  purpose  of  strengthening  the  exchange 
fund  of  the  Kepublic  and  the  currency.  I  think  then  that  when  the 
exchange  fund  gets  down  beloAv  a  certain  figure,  then  25  per  cent  of 
the  customs  receipts  go  in  to  replenish  it  until  it  reaches  another 
figure,  and  that  is  a  lien  which  comes  after  the  Ethelburga  bonds  and 
before  the  lien  securing  our  loan.  In  other  words,  Ave  have  a  sort  of 
third  lien  on  the  customs,  a  first  lien  on  the  bank  shares,  a  first  lien 
on  the  railroad  shares.  I  should  mention  that  there  is  still  another 
lien  on  the  customs  ahead  of  our  loan  and  this  is  in  favor  of  the  Cor- 
poration of  Foreign  Bondholders  in  connection  with  the  agreement 
of  settlement.    I  do  not  recall  exactly  what  that  is. 

A  question  arose  when  we  tried  to  get  the  fund  out  of  the  bank  in 
London;  there  was  some  question  as  to  the  authority  to  turn  that 
fund  over  to  us  and  it  became  necessary  to  give  the  bank  there  a  bond 
of  indemnity,  and  the  bankers  in  New  York  refused  to  have  anything 
to  do  with  that,  and  the  bond  was  finally  given  by  the  Corporation 
of  Foreign  Bondholders  in  London  with  the  agreement  that  they 
should  be  again  indemnified  by  a  lien  on  the  customs  in  case  any 
claim  was  made  against  them  on  that  account — simply  an  indemnity 
matter.  So  the  lien  of  the  New  York  bankers  on  the  customs  is  a 
fourth  lien. 

The  above-mentioned  indemnity  agreement  with  the  Corporation 
of  Foreign  Bondholders,  dated  October  31,  1912,  is  as  follows: 

SKE  31. 

Republic  or  Nicaragua  and  the  Corporation  of  Foreign  Bondholders. 

INDEMNITY    AGREEMENT. 

Dated  October  31.  Iin2. 

Agreement  made  at  the  city  of  New  York  this  .'ilst  day  of  Octoher,  1012,  be- 
tween the  Heinihlic  of  Nicaragua,  hereinafter  called  the  "  Hei)ul)lio,"  party  of 
the  first  part,  and  the  Corporation  of  Foreign  HondholderR,  of  T>ondon,  a  Imdy 
politic  organized   under  an  act  of  the  Parliament   of  the  Kingdom  of  Great 
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Britain  {md  Ireland,  hereinafter  called  the  "  corporation,"  party  of  the  second 
part,  witnesseth : 

Whereas  the  parties  hereto  heretofore  made  and  entered  into  two  certain 
contracts,  both  dated  May  25,  1912,  copies  of  which  are  hereto  annexed  and 
marked  "Exhibit  1"  and  "Schedule  A"  thereto,  respectively;  and 

Wherens  in  order  to  secure  the  payment  and  release  by  the  Ethelburga  Syn- 
dicate (Ltd.)  of  the  moneys  mentioned  in  subdivision  (2)  of  article  first  of  said 
contract,  Exhibit  1,  the  corporation,  at  the  special  instance  and  request  of  the 
Republic,  has  executed  and  delivered  to  said  Ethelburga  Syndicate  (Ltd.)  an 
indemnity  agreement  in  the  form  hereto  annexed  and  marked  "  Exhibit  11 " : 

Now,  therefore,  in  consideration  of  the  premises,  it  is  hereby  agreed  as 
follows : 

Article  First. 

The  Republic  will  indemnify  and  hold  harmless  the  said  corporation,  its  suc- 
cessors and  assigns,  from,  against,  and  in  resi:>ect  of  any  and  all  claims,  de- 
mands, and  actions  against  said  corporation  by  reason  of  its  said  indemnity 
agreement  with  said  Etlielburga  Syndicate  (Ltd.)  ;  provided,  however,  that 
the  corporation  shall  promptly  notify  the  Republic  and  its  fiscal  agent  in  Lon- 
don of  any  such  claims,  demands,  or  actions  made  or  brought  against  it,  and 
that  the  Republic  shall  have  the  right  to  conduct  in  the  name  of  the  corpora- 
tion or  otherwise  the  defense  of  any  such  action  or  proceeding;  and  provided  also 
that  the  corporation  shall  promptly  notify  the  Republic  and  its  fiscal  agent  in 
London  of  any  claim,  demand,  or  action  against  the  Ethelburga  Syndicate  (Ltd.), 
covered  by  its  said  indemnity  agreement  with  said  syndicate,  of  which  the  cor- 
poration may  receive  notice,  and  that  the  Republic  shall  have  the  right  and 
be  afforded  by  the  corporation  the  opportunity,  in  the  name  of  the  corporation 
or  of  the  syndicate  or  otherwise,  to  exercise  the  right  reserved  to  the  corpora- 
tion in  its  said  indemnity  agreement  with  the  Ethelburga  Syndicate  (Ltd.)  of 
conducting  in  the  name  of  said  Ethelburga  Syndicate  (Ltd.),  or  otherwise,  the 
defense  of  any  action  or  proceeding  against  said  syndicate  covered  by  said  in- 
demnity agreement. 

Article  Second. 

In  order  to  secure  its  obligations  to  indemnify  the  corporation  as  aforesaid, 
the  Republic  agrees  that  whenever  any  sum  or  sums  of  money  shall  become  due 
and  payable  by  the  Republic  to  the  corporation  by  reason  hereof  any  customs 
revenues  of  the  Republic  thereafter  collected  in  excess  of  the  interest,  sinking 
fund,  and  other  requirements  under  the  contract  Schedule  A  of  May  25,  1912, 
shall,  so  far  as  necessary,  be  applied  to  the  i^ayment  of  any  sum  or  sums  so  due 
and  unpaid,  and  that  the  collector  general  of  customs  mentioned  in  article 
fourth  of  said  contract  shall,  up  to  the  amount  of  any  sum  or  sums  so  due  and 
payable  to  the  corporation,  remit  to  the  corporation  through  the  fiscal  agent  of 
the  Republic  in  Loudon  any  such  excess  revenue  so  collected  by  him  after  the 
date  when  such  sum  or  sums  become  so  due  and  payable. 

In  witness  whereof  the  Republic  has  caused  the  foregoing  instrument  to  be 
subscribed  in  its  behalf  by  Dr.  Salvador  Castrillo,  envoy  extraordinary  and 
minister  plenipotentiary  of  the  Republic  of  Nicaragua,  near  tlie  Government  of 
the  United  States,  and  The  Corporation  of  Foreign  Bondholders  has  caused 
these  presents  to  be  executed  by  its  secretary  thereunto  duly  authorized,  the 
day  and  year  first  above  written. 
Excuted  in  duplicate. 

Republic  of  Nicaragua, 
By  Salvador  Castrillo, 
Envoy  Extraordinary  and  Minister  Plenipotentiary  of  the 
ReimbUc  of  Nicaragua,  near  the  Government  of  the  United  States. 
The  Corporation  of  Foreign  Bondholders, 
By  James  P.  Cooper,  Secretary. 

State  of  New  York, 

City  and   County  of  Wew   York,  ss: 
On  this  31st  day  of  October,  1912,  before  me  personally  came  and  appeared 
Salvador  Castrillo,  who,  being  by  me  duly  sw^orn,  did  say  that  he  resides  la 
Washington,  D.   C. ;   that  he  is  the  envoy  extraordinary  and  minister  pleni- 
potentiary of  the  Republic  of  Nicaragua,  near  the  Government  of  the  United 
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States;  that  he  is  duly  authorized  to  execute  the  foregoing  instrument,  and 
that  he  signed  and  delivered  the  same  on  behalf  of  the  Republic  pursuant  to 
such  authority. 

In  witness  whereof  I  have  hereunto  set  my  hand  and  affixed  my  notarial 
seal  of  office  in  the  city,  county,  and  State  of  New  York  the  day  and  year  first 
above  written. 

[SEAL.]  Thomas  Roberts,  Jr., 

'Notary  PuNic,  58,  N.  Y.  Co. 

My  commission  expires  March  30,  1914. 


Exhibit  1  and  Schedule  A  attached  to  original  are  copies  of  the  two  con- 
tracts of  May  25,  1912,  between  the  Republic  and  the  Corporation  of  Foreign 
Bondholders. 

Exhibit  II. 

"We  beg  to  inform  you  that  34,845  bonds  of  the  Republic  of  Nicaragua  6 
per  cent  loan  of  1909,  of  the  nominal  value  of  £1,040,740,  have  been  deposited 
with  us  as  evidence  that  the  holders  thereof  have  assented  to  the  scheme  of 
arrangement  between  the  Government  of  Nicaragua  nnd  the  bondholders,  of 
which  details  are  set  forth  in  our  circular  of  June  24,  1912  (a  copy  of  which  is 
annexed  hereto),  and  accordingly  in  consideration  of  your  handing  over  to 
Messrs.  Brown,  Shipley  &  Co.,  at  the  request  of  the  Government  of  Nicaragua 
for  account  of  Messrs.  Brown  Bros.  &  Co.  and  Messrs.  J.  &  W.  Seligman  &  Co., 
of  New  York,  acting  on  behalf  of  the  said  Government,  the  sum  of  £379,049  4s.  2d,, 
deposited  with  your  bankers  and  representing  the  agreed  balance  of  the  pro- 
ceeds of  £570,000  of  bonds  of  the  Nicaragua  6  per  cent  sterling  loan  of  1909, 
with  interest  accrued,  we  hereby  undertake  to  indemnify  and  hold  you  harmless 
from,  against,  and  in  respect  of  all  claims,  demands,  and  actions  whatsoever 
which  may  be  made  against  you  in  consequence  of  your  so  doing;  it  being  un- 
derstood that  you  will  promptly  notify  us  of  any  such  claims,  demands,  or 
actions,  and  that  we  shall  have  the  right  to  conduct  in  your  name  or  otherwise 
the  defense  of  any  such  action  or  proceeding. 

For  the  Council  of  Foreign  Bondholders. 

,  Secretary. 

Senator  Smith  of  Michigan.  Now,  if  any  of  the  senior  liens  to 
which  you  have  alluded  should  consume  the  customs,  where  do  you 
stand  with  your  securities  ? 

Mr.  Mallet-Prevost.  As  I  recall,  the  agreement  of  October  8, 
1913,  we  can  not  sell  the  bank  stock  pledged  as  collateral  until  the 
expiration  of  six  months  after  default,  and  in  that  case  we  would  sell 
the  bank  stock,  I  mean,  if  we  exercised  our  legal  right.  I  do  not 
know  what  the  bankers  would  do,  but  they  could  sell  the  bank  stock 
at  the  end  of  six  months  and  apply^the  proceeds  of  that  sale  to  the 
reduction  of  the  amount  due  on  the  treasury  bills.  Then,  if  that 
was  not  sufficient,  in  another  six  months  they  could  sell  the  railroad 
shares  which  they  hold  as  collateral  and  apply  that. 

Senator  Smith  of  Michigan.  Now,  having  done  all  that,  where 
would  that  leave  you  ? 

Mr.  Mallet-Prevost.  Well,  the  probability  is,  and  I  certainly 
hope,  they  would  be  repaid  in  full  by  that  time. 

Senator  Smith  of  Michigan.  But  the  fact  that  your  interest  in  the 
customs  is  junior  to  those  other  contracts  and  agreements  furnishes 
a  motive  for  getting  them  in,  of  course,  and  converting  them  into 
some  other  form  of  indebtedness,  does  it  not  ? 

Mr.  Mali^t-Prkvost.  I  think  it  would  if  the  amount  of  our  in- 
debtedness were  very  large,  or  if  we  had  nothing  else,  but  so  far  as 
I  know  that  thought  has  not  entered  into  the  minds  of  the  bankers, 
and  it  has  not  entered  into  mine. 
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Senator  Smith  of  Michigan.  It  is  also  rather  incumbent  that  the 
Government  should  be  somewhat  stable. 

Mr.  Mallet- Prevost.  Undoubtedly;  the  more  stable  the  Govern- 
ment is  the  more  likely  it  is  to  meet  its  obligations. 

Senator  Smith  of  Michigan.  "V^Hiat  kind  of  stability  would  you 
suggest  ? 

Mr.  Mallet-Prevost.  That  is  a  little  difficult  to  say.  Stability 
free  from  revolution. 

Senator  Smith  of  Michigan.  How  would  you  accomplish  that? 

Mr.  Mallet-Prevost.  I  am  very  much  flattered  by  your  asking 
me  the  question,  Senator,  but  I  hardly  feel  that  I  can  instruct  the 
Senate  Committee  on  Foreign  Relations  in  a  matter  of  that  kind. 

Senator  Smith  of  Michigan.  Greater  novices  than  you  have  sug- 
gested a  remedy.  Mr.  Douglas  had  no  hesitation  in  suggesting  a 
remedy  the  other  day. 

Mr.  Mallet-Prevost.  Personally,  and  without  speaking  for  the 
bankers — and  I  would  like  this  very  clearly  understood — personally, 
I  believe  that  a  treaty  of  the  kind  that  I  understand  is  before  you 
gentlemen  would  go  a  long  way  toward  accomplishing  that  purpose. 

Senator  Smith  of  Michigan.  Have  you  seen  it  ? 

Mr.  Mallet-Prevost.  I  have  not  seen  it.  I  have  understood  from 
Mr.  Douglas  that  it  was  a  treaty  substantially  along  the  lines — that  it 
has  a  provision  that  is  similar  to  the  Piatt  amendment  in  the  Cuban 
treaty. 

Senator  Smith  of  Michigan.  There  is  no  Cuban  treaty  in  the  sense 
that  the  Piatt  amendment  is  applied.    That  was  an  act  of  Congress. 

Senator  Root.  It  is  a  treaty.    It  was  embodied  in  the  treaty. 

Senator  Shively.  It  is  both  a  statute  and  a  treaty,  is  it  not  ? 

Senator  Root.  It  is  a  statute,  and  is  in  the  constitution  and  treaty. 

Senator  Smith  of  Michigan.  I  know^  it  is  in  the  constitution.  Is 
the  presence  of  our  marines  calculated  to  give  any  stability  to  the 
Government  ? 

Mr.  Mallet-Prevost.  I  suppose  so,  although  I  do  not  think  I  ought 
to  express  an  opinion  on  that  subject,  as  I  really  have  not  an  opinion. 

Senator  Smith  of  Michigan.  Well,  strike  it  out  if  you  prefer  not 
to  answer. 

Senator  Root.  Are  you  through  with  your  statement,  Mr.  Mallet- 
Prevost  ? 

Mr.  Mallet-Prevost.  I  am.  Senator. 

Senator  Root.  May  I  ask  you  a  question? 

Mr.  Mallet-Prevost.  I  will  say  that  I  have  a  number  of  other 
letters  here,  all  of  which  relate  to  the  negotiations  leading  up  to  the 
last  agreement.  I  do  not  think  that  it  is  important  for  me  to  read 
them,  but  I  will  supply  the  committee  with  copies  of  them  all.  There 
is  one  letter  that  maybe  I  should  like  to  read,  if  you  will  allow  me, 
and  I  will  turn  these  all  over  to  the  record  otherwise.  The  letter 
which  I  want  to  read  is  this — or  it  is  a  telegram  which  was  sent  to  the 
present  Secretary  of  State.  On  August  28,  1913,  the  bankers  wrote 
as  follows  to  the  Secretary  of  State 

Senator  Williams.  Did  they  write  or  wire? 

Mr.  Mallet-Prevost.  They  wrote  on  that  date,  confirming  a  tele- 
gram sent  on  the  same  day.    I  will  read  the  telegram : 

In  answer  to  your  letler  of  August  27,  we  beg  to  say  that  while  we  appreciate 
your  desire  to  consider  the  interests  of  Nicaragua,  and  to  assist  it  in  securing 
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funds  on  equitable  and  just  terms,  we  rejrard  the  suggestion  for  financial  aid 
recently  made  by  us  as  eminently  fair.  That  suggestion  was  made,  having  in 
mind  existing  contracts  as  well  as  reasonable  compensation  for  services  which 
have  now  extended  over  a  period  of  more  tlian  two  years — 

I  think,  if  I  recall,  that  at  this  time  there  was  some  thought  in  the 
mind  of  Mr.  Bryan  that  we  ought  to  pa}^  more  than  a  million  dol- 
lars for  the  51  per  cent  interest  in  the  railroad.  The  telegram  con- 
tinues : 

Your  letter  states  that  the  rate  of  interest — i.  e.,  6  per  cent — does  not  measure 
the  compensation  which  we  ask.  and  that  there  is  a  profit  in  the  option  on  the 
railroad  which  we  claim  in  addition  to  principal  and  interest.  This  statement 
Is  correct,  if  by  compensation  you  mean  compensation  for  past  services  and  if 
the  option  has  reference  to  51  per  cent  of  the  railroad  stock.  Such  compensa- 
tion, in  precisely  that  form,  is  stiinilated  by  the  contracts  now  in  force.  The 
compensation  which  we  proposed  for  the  new  loan  was  along  the  same  lines 
and  included  the  other  49  per  cent  of  stock.  You  also  suggest  that  our  profit 
is  in  some  sense  concealed.  While  there  can  be  no  question  that  the  profit 
from  the  railroad  is  problematic  and  uncertain,  it  can  in  no  sense  be  qualified  as 
"  concealed."  The  option  which  we  hold  on  51  per  cent  of  the  stock  is  part  of 
the  original  and  still  existing  contract,  was  ratified  by  the  Nicaragunn  Con- 
gress, and  its  terms  and  i)ossible  effects  have  always  been  fully  known  to  the 
Government  and  to  the  public  at  large.  There  can,  therefore,  be  no  question  of 
concealment.  The  amount  of  the  compensation,  however  uncertain  it  may  be, 
and  however  great  or  small,  will  in  any  event  be  almost  wholly  the  result  of 
our  own  efforts  in  improving  the  value  of  the  railroad  and  in  contributing  to  the 
prosperity  and  well-being  of -the  country.  While  we  do  not  understand  that  any 
suggestion  has  been  put  forward  with  reference  to  the  propriety  of  our  realiz- 
ing whatever  profits  may  lawfully  come  to  us  through  the  exercise  of  our 
present  option,  we  feel  that  it  is  due  to  ourselves  to  set  forth  briefly  the 
services  which  we  have  rendered  to  Nicaragua  and  the  moral  right,  therefore, 
which  we  have  acquired  for  compensation  at  her  hands.  Those  services  may 
be  summarized  as  follows : 

First.  We  have  systematized  the  customs  serWce,  and  through  an  orderly 
iidministration  have  almost  doubled  the  customs  receipts. 

Second.  We  have  systematized  the  internal-revenue  service,  and  through  its 
collection  by  the  bank  have  greatly  increased  the  receipts — 

We  had  charge  of  these  internal  collections  for  about  six  months 
and  finally  Nicaragua  took  them  away  from  us — 

Third.  We. have  completely  reorganized  the  railroad,  introducing  modern  arid 
orderly  methods,  and  have  converted  it  into  a  revenue  producer— 

The  railroad  never  paid  a  cent  up  to  the  time  we  took  charge  of  it. 
'Inhere  were  no  accounts  and  nothing  to  show  what  that  railroad  was 
doing.  Everybody  went  on  passes,  and  they  had  nothing— the  ties 
were  all  rotten  and  everything  was  going  to  pieces. 

Senator  Smith  of  Michigan.  You  know  that  Mr.  Weist  has  a 
very  substantial  claim  against  the  Nicaraguan  Government  for  the 
cancellation  of  his  lease  on  that  property? 

Mr.  Maixet-Prevost.  That  was  before  the  Mixed  Claims  Com- 
mission. 1     ,       . 

Senator  Smith  of  Michigan.  I  do  not  know  whether  it  was  before 
thn.t  c<^n>mi  "^ioTi.  but  you  know  that  to  bo  a  fact,  do  you  not  ? 

Mr.  Mat.let-Prevo'st.  I  have  heard  it;  I  do  not  know  it  to  be  a 
fact,  and  I  do  not  know  what  legal  basis  there  is  for  the  claim. 

Senator  Smith  of  Michigan.  Have  you  ever  seen  any  report  of 
the  condition  of  that  property  under  the  management  of  Weist? 

Mr.  Mallet-Prevost.  No,  sir.    [Continues  reading:] 

Fourth.  We  have  established  a  national  bank  and  through  Its  agency  have 
reorganized  the  currency  of  Ihe  country,  placing  It  upon  a  sound  basis  and  reduc- 
ing the  exchange  from  2200  to  1250. 
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Fifth.  We  have  secured  f^i'  Nicaragua  the  release  of  about  $1,846,000  which 
was  held  in  London  by  the  Ethelburga  Syndicate. 

Sixth.  We  have  secured  for  Nicaragua  a  reduction  of  the  interest  on  the 
English  debt  from  6  per  cent  to  5  per  cent  per  annum,  thereby  saving  $61,000 
II  year  or  a  total  of  about  $2,196,000  for  the  36-year  term  of  the  loan. 

Seventh.  We  have  secured  for  Nicaragua  the  right  of  redeeming  the  principal 
of  the  English  debt  at  a  substantial  discount. 

Eighth.  We  have  secured  for  Nicaragua  the  release  of  the  railroad  from 
the  lien  of  the  English  debt,  without  which  it  would  be  impossible  to-day  far 
Nicaragua  to  sell  the  road  or  to  raise  money  by  pledging  it  as  security. 

The  above  is  merely  an  outline  of  what  we  have  done.  Our  original  connec- 
tion with  this  business  arose  out  of  a  contemplated  transaction  in  bonds  to  be 
issuetl  under  a  treaty  with  the  United  States,  which  transaction,  if  it  had  been 
completed,  would  have  been  closed  and  the  profits  would  have  been  realized 
within  a  few  months.  Instead  of  this,  for  over  two  years  we  have  given  to 
the  affairs  of  Nicaragua  unremitting  attention,  such  affairs  engaging  the  almost 
daily  consideration  of  one  or  two  of  the  partners  of  each  of  our  firms. 

In  view  of  the  foregoing,  it  can  not  be  questioned  that  we  should  be  entirely 
within  our  rights  if  we  were  now  to  exercise  our  option  on  51  per  cent  of  the 
railroad  stock,  if  out  of  the  product  of  such  sale  we  repaid  ourselves  the  amount 
still  due  us,  and  if  we  then  made  no  further  advances  and  rendered  no  further 
financial  assistance  to  Nicaragua.  We  do  not  wish  to  assume  that  attitude. 
On  the  contrary,  we  are  anxious  that  the  improvements  already  inaugurated 
should  be  continued,  and  we  also  desire  to  meet  your  wishes  so  far  as  we  can 
properly  do  so. 

You  ask  us  to  name  the  terms  on  which  we  would  be  willing  to  make  an  ad-  ' 
vance  to  Nicaragua  on  a  purely  Interest  basis.     Current  rates  of  interest  in 
Nicaragua  are  18  per  cent  per  annum,  and  yet  few  are  willing  to  lend  even  at 
that  figure. 

Had  the  Government  of  Nicaragua  two  years  ago  remained  in  possession  of 
the  railroad,  and  had  it  been  able  to  borrow  at  the  rates  of  interest  current  in 
Nicaragua  instead  of  at  6  per  cent,  as  it  did  from  us,  it  would  now  find  itself 
indebted  to  an  additional  amount  of  hundreds  of  thousands  of  dollars,  without 
any  corresponding  benefits,  while  the  railroad  would  almost  certainly  have 
deprec-iated  in  value. 

The  difficulties  in  which  we  found  Nicaragua  when  we  entered  into  relations 
with  her  had  arisen  precisely  from  that  kind  of  financing  and  procedure.  We 
were  not  originally  willing  to  charge  Nicaragua  such  rates  of  interest  on  the 
loans  which  we  made,  because  we  foresaw  that  the  Republic  could  not  afford 
to  pay  them.  For  the  same  reason  we  are  unwilling  now  to  make  any  such 
contract. 

Since  the  receipt  of  your  letter  we  have  earnestly  considered  how  far  we 
could  properly  meet  your  wishes  without  impairing  our  existing  contracts,  and 
we  suggest  the  following  for  consideration,  namely : 

1.  That  we  exercise  the  option  on  51  per  cent  of  the  stock  of  the  railroad  for 
$1,000,000  and  that  in  addition  thereto  we  loan  $1,000,000  to  Nicaragua,  said 
$2,000,000  to  be  dealt  with  in  the  same  manner  and  the  advance  otherwise  to 
be  on  the  same  terms  and  conditions  as  the  $2,000,000  loan  contemplated  in  our 
letters  to  you  of  August  13  and  August  26. 

Senator  Smith  of  Michigan.  Did  you  not  mean  March  when  you 
said  August  the  26th  ? 

Mr.  Mallet-Prevost.  Xo  ;  these  are  letters  which  I  have  not  read, 
but  which  are  here.     [Resumes  reading:] 

2.  That  we  shall  not  be  given  an  option  on  the  remaining  19  pev  cent  of  the 
railroad  stock,  but  sh.ill  retaiai  our  preferential  right  under  our  existing  con- 
tracts to  purchase  such  stock. 

3.  That  if  the  49  per  cent  of  the  railroad  stock  should  at  any  time  be  sold  'i 
for  more  than  $1,000  <X)0,  the  difference  between  $1,000,000  and  the  purchase 
price  should  be  divided  equally. between  the  Nicaraguan  Government  and  our-! 
selves. 

If  this  division  should  not  meet,  with  your  approval,  we  shall  be  glad  to  have 
you  indicate  what  you  consider  a  proper  proiwrtion  would  be. 

4.  That  we  shall  not  be  under  obligation  to  loan  to  the  railroad  against  mort-1] 
gage  bonds  for  purposes  of  improvement  $500,<XK),  as  contemplated  under  exist- 
ing contracts.  I' 
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We  were  anxious  to  get  out  of  that,  and  yet  we  were  compelled  to 
take  that  as  part  of  this  thing.    [Resumes  reading :] 

On  this  last  point  permit  us  to  observe  that  if  we  purchase  51  per  cent  of  the 
railroad  stoclj  it  will  be  to  our  interest  to  expend  on  the  property  whatever 
money  can  be  advantag:eoiisly  employed,  but  that  no  useful  purpose  can  be 
served  in  making  such  expenditure  to  an  arbitrary  amount  compulsory. 

The  other  terms  and  conditions  set  forth  in  our  letters  to  you  of  August  13 
and  26  appear  to  us  to  tend  to  the  stability  of  Nicaragua,  and  for  that  reason  we 
feel  sure  that  your  department  would  not  desire  to  see  us  waive  them. 

Brown  Bros.  &  Co. 

J.  &  W.  Seligman  &  Co. 

(The  other  letters  and  telegrams  referred  to  by  Mr.  Mallet-Prevost 
appear  in  the  appendix,  as  follows:) 

(1)  Letter  from  the  Secretary  of  State  to  the  bankers,  datel  August  12,  191.3. 

(2)  Letter  from  the  bankers  to  Secretary  of  State,  dated  August  13,  101.3. 

(3)  Telegram  from  Secretary  of  State  to  bankers,  dated  August  20,  1913. 

(4)  Telegram  from  bankers  to  Secretary  of  State,  dated  August  20,  1913. 

(5)  Letter  from  bankers  to  Secretary  of  State,  dated  August  26,  1913. 

(6)  Letter  from  Secretary  of  State  to  bankers,  dated  August  27,  1913. 

(7)  Telegram  from  the  Secretary  of  State  to  the  bankers,  dated  September  17, 
1913. 

(8)  Letter  from  bankers  to  Secretary  of  State,  dated  September  19,  1913. 

(9)  A  letter  from  bankers  to  Secretary  of  State,  dated  October  2,  1913,  sub- 
mitting the  forms  of  the  various  contracts  to  the  department. 

(10)  Letter  from  the  Secretary  of  State  to  bankers,  dated  October  6.  1913. 

(11)  Another  letter  from  Secretary  of  State  to  bankers,  dated  October  6.  1913. 

(12)  A  further  letter  from  Secretary  of  State  to  bankers,  dated  October  6, 
1913,  inclosing  copy  of  a  letter  of  the  same  date  from  Secretary  of  State  to 
Mr.  Cuadra. 

(13)  A  letter  from  the  bankers  to  the  Secretary  of  State.  d:ited  October  8, 
1913,  inclosing  copy  of  one  from  ^Nlr.  Cuadra  to  the  bankers  of  the  same  date. 

(14)  A  letter  from  the  bankers  to  the  Secretary  of  State,  dated  October  18, 
1913,  inclosing  original  counterparts  of  all  of  the  October  8,  1913,  agreements. 

Senator  Root.  May  I  ask  you  a  few  questions  at  this  point?  The 
treasury  bills  under  the  agreement  of  1911  were  all  paid. 

Mr.  Mallet-Prevost.  They  were  paid  out  of  the  proceeds  of  this. 

Senator  Root.  What  became  of  Mr.  Ham,  who  was  originally  put 
into  the  position  of  receiver  of  customs  under  that  agreement  ? 

Mr.  Mallet-Prevost.  He  continued  under  that  agreement;  in  the 
first  place,  under  the  agreement  with  the  Corporation  of  the  Foreign 
Bondholders  of  May  25,  1912.  You  Avill  recollect  that  that  agree- 
ment provided  that  so  long  as  any  of  the  Ethelburga  bonds — that  is, 
the  1909  bonds — should  be  outstanding  that  the  customs  should  con- 
tinue to  be  collected  by  a  collector  general  approved  by  the  Secretary 
of  State  of  the  United  States,  so  that  to-day,  even  if  Brown  Bros, 
and  Seligman  were  wholly  paid  off  the  collection  of  customs  would 
continue  to  be  made  in  that  way  by  virtue  of  the  contract  made  with 
the  Corporation  of  Foreign  Bondholders  and  the  holders  of  the  1909 
bonds. 

Senator  Root.  And  does  he  continue  also  to  act  under  the  outstand- 
ing millicm  and  sixty  thousand  dollars  of  the  new  loan? 

Mr.  MALLm-l^REvosT.  He  does,  under  these  two  agreements. 

Senator  Root.  He  is  still  acting? 

Mr.  Mallet- l^REvosT.  He  is  still  acting. 

Secretary  Bryan.  Mr.  Chainnan,  I  have  been  here  at  your  invita- 
tion, and  I  appreciate  the  opportunity  of  being  here,  because  I  am 
getting  a  great  deal  of  information  in  regard  to  these  past  transac- 
tions.   Mr.  Mallet-Prevost  has  just  come  to  the  portion  of  the  trans- 


CONVENTION  BETWEEN  UNITED  STATES  AND  NICARAGUA.       278 

action  in  which  the  present  administration  took  part.  I  am  com- 
pelled to  go  to  the  State  Department  to  meet  the  German  ambassa- 
dor, who  is  leaving;  and  I  wanted  to  laiow  just  what  the  plan  was, 
how  long  you  are  going  to  continue  the  investigation,  and  whether 
it  would  be  worth  while  for  me  to  come  back. 

The  Chairman.  I  understand  that  Mr.  Wands  is  waiting  to  be 
heard. 

Secretary  Bryan.  To  be  heard  this  afternoon? 

The  Chairman.  Yes ;  and  we  will  have  the  two  bankers  to-morrow. 

Senator  Smith  of  Michigan.  You  are  getting  the  report  of  the 
hearings  ? 

Secretary  Bryan.  Yes. 

Senator  Smith  of  Michigan.  So  you  are  familiar  with  what  we  are 
doing  here? 

Secretary  Bryan.  Yes,  sir. 

Senator  Smith  of  Michigan.  You  would  get  it  in  print,  anyway, 
would  you  not? 

Secretary  Bryan.  I  know,  but  I  would  be  glad  to  keep  up  with  the 
matter-  There  is  one  letter  that  you  [addressing  Mr.  Mallet-Prevost] 
read  to  me  from  Mr.  Ham,  and  I  wanted  to  make  this  suggestion :  I 
doubt  the  propriety  of  putting  in  the  printed  record  a  letter  such  as 
he  has  here  that  he  wants  to  read  for  your  information.  I  doubt  ^ 
the  propriety  of  inserting  it  in  the  printed  record,  because  the  printed  Sm 
record  may  get  out  of  your  hands.  "^ 

Senator  Smith  of  Michigan.  I  am  sorry  that  that  is  the  case.  I 
am  sorry  that  you  say  it  is  something  that  we  ought  to  keep  to  our- 
selves for  this  reason,  as  I  said  a  few  moments  ago  to  Senator 
Shively.  All  of  the  information  that  I  have  is  furnished  to  me  by 
some  one  else.  Col.  Ham,  of  course,  laiows  about  this  letter.  You 
evidently  know  about  it;  the  bankers  know  about  it.  I  can  not 
understand  Avhat.there  should  be  that  is  private  about  it.  that  it 
should  not  go  into  our  record,  if  it  has  any  bearing  upon  this  matter. 

Secretary  Bryan.  Simply  that  if  you  read  the  letter  you  will  see,\. 
I  think,  that  comments  that  are  made  upon  Government  transactions  ^ 
that  are  past,  or  transactions  that  might  occur,  made  by  him  there —  ) 
made  in  a  confidential  way — ought  not  to  be  put  Avhere  they  can  be-/ 
come  public  property. 

Senator  Smith  of  Michigan.  Maybe  they  are  there  already  when 
we  get  them.  '  y 

Secretary  Bryan-  No  ;  there  are  lots  of  confidential  letters.    — **^" 

Senator  Root.  Such  a  thing  might  make  it  impossible  for  him  to 
remain  in  Nicaragua.  . 

Secretary  Bryan.  That  is  what  I  mean,  and  when  I  read  it  I  found  /]S 
language  used  by  our  consul  to  the  Government  that  I  w^ould  not  be'l/     *"" 
willing  to  have  printed  here.  '  i 

Senator  Smith  of  Michigan.  To  what  do  you  refer  ? 

Secretary  Bryan.  Gunther's  report. 

Senator  Smith  of  Michigan.  We  must  have  Consul  Gunther's  re-\ 
port  to  State  Department,  and  the  committee  must  know  all  that 
story,  because  I  do  not  hesitate  to  say  to  you  that  I  have  a  letter  now  / 
in  my  portfolio  from  New  York  asking  if  I  would  like  that  report ;  / 
the  person  says  he  has  got  it,  and  asked  if  I  would  like  it.    I  hav^ 
not  even  answered  the  letter.    I  do  not  want  to  answer  it. 
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Secretary  Bryan.  I  am  willing  to  read  this  to  the  committee,  but 
I  do  not  think  it  ought  to  be  put  into  the  record. 

Senator  Williams.  What  is  it— a  criticism  of  the  T>eople  down 
there? 

Secretary  Bryan-  It  is  a  criticism  of  the  Government. 
Senator  Root.  You  can  not  carry  on  the  Government  if  you  are 
going  to  make  public  comments  of  that  kind. 
i      Senator   Shively.  We  can  not  have  any  such  thing  as  foreign 
u   I  relations. 

'vf        Senator  Root.  I  refused  forty  times  to  send  matters  of  that  kind 
V.  to  Congress. 

Secretary  Bryan.  As  I  say,  I  am  perfectly  Avilling  to  read  it  to 
the  committee  so  that  you  will  all  know  what  it  is,  but  to  put  it  in 
'^  ^  the  printed  document  and  allow  it  to  get  out,  I  do  not  think  it  is  fair 
to  the  department. 

Senator  Smith  of  Michigan.  T  have  it  now. 
Senator  Shively.  Where  did  you  get  it? 

Senator  Smith  of  Michigan.  I  would  like  to  answer  that  question, 
but  I  do  not  think  that  is  quite  the  fair  question  to  address  to  me.  I 
do  not  ask  you  where  you  get  anything. 

Senator  Shively.  It  is  important  information.  We  are  all  inter- 
-ested  in  knowing  how  these  things  get  out. 

Senator  Smith  of  Michigan.  I  did  not  get  it  in  any  manner  that 
was  unbecoming,  but  I  have  it,  and  if  I  have  it,  then  it  is  not  exclu- 
sively within  the  Imowledge  of  the  Department  of  State. 

Senator  Shively.  Is  that  any  reason  why  this  committee  should 
give  it  additional  publicity? 

Senator  Smith  of  Michigan.  No. 

The  Chairman.  Is  it  any  reason  why  the  Department  of  State 
should  give  it  out? 

Secretary  Bryan.  Or  any  reason  why  it  should  be  printed  for  pub- 
lication ? 
I  J  /      Senator  Williams.  After  everybody  is  dead  and  history  comes  to 
j    be  written,  the  smart,  sharp  criticisms  that  one  Government  makes 
I     of  another,  or  of  the  persons  in  Government,  are  all  right,  but  while 
I  they  are  all  still  living,  you  can  not  tell. 

Senator  Smith  of  Michigan.  You  will  bring  it  to  the  committee 
and  we  will  laiow  more  about  it  after  you  have  brought  it  than  we 
do  now. 

Secretary  Bryan.  If  you  give  it  out  it  is  your  fault.  You  say  you 
know  it. 

Senator  Smith  of  Michigan.  I  know  it. 
Secretary  Bryan.  If  you  give  it  out  it  is  your  fault. 
Senator  Smith  of  Michigan.  I  shall  not  give  it  out. 
Secretary  Bryan.  If  we  give  it  out  it  is  our  fault, 
j         Senator  Smith  of  Michigan.  I  shall  not  give  it  out,  Mr.  Secretary, 
{     except  I  have  the  right  to  do  it.    It  does  not  belong  to  the  committee. 
\#  It  belongs  to  me,  as  a  Senator. 

Secretary  Bryan.  When  I  read  this  I  am  satisfied  that  the  Senator 

will  say  it  ought  not  to  be  printed.    Here  are  statements  made  in  a 

,      letter  as  to  possible  action  of  the  Government.    If  these  statements 

are  to  be  "published,  whenever  you  put  a  thing  in  print  and  circulate 

I  it  among  a  number  of  persons  there  is  a  chance  of  it  getting  out,  and 

it  might  involve  the  staying  of  Mr.  Ham. 
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Senator  Pomerene.  And  it  might  destroy  the  usefulness  of  our  ^ 

representative  down  there.  ^.gJ^!^ 

Secretary  Bryan.  You  can  not  run  foreign  relations  on  that  basis. 

Senator  Smith  of  Michigan.  I  want  to  make  this  observation,  and 
I  do  it  without  any  reflection  on  anybody  or  anything — that  the 
identical  language  to  which  the  Secretary  has  referred,  in  my  judg- 
ment, is  the  foundation,  and  a  very  startling  foundation,  of  much  of 
the  claim  set  forth  in  my  public  statement  in  the  Senate  a  few  days 
ago,  and  that  being  so  it  becomes  very  material.  I  can  not  be  pre- 
cluded, and  the  committee  ought  not  to  be  precluded,  from  seeing 
what  I  have  seen  and  what  is  within  the  knowledge  of  other  people. 

Secretary  Bryan.  You  misunderstand  me,  Mr.  Smith.  1  am  will- 
ing to  read  the  passages  before  the  committee  which  I  think  ought 
not  to  be  put  into  the  record. 

Senator  Smith  of  Michigan.  And  to  print  the  balance? 

Secretary  Bryan.  Certainly,  and  to  print  the  balance. 

Senator  Root.  I  think  you  had  better  not. 

Senator  Smith  of  Michigan.  Well,  I  think  he  had  better. 

Senator  Root.  I  think  it  is  the  duty  of  the  State  Department  to 
refrain  from  communicating  to  anybody  the  communications  from 
our  representatives  in  foreign  countries,  which  are  in  their  nature 
confidential,  and  the  publication  of  which  would  be  injurious  to  the^ 
public  interests.  ^ 

Senator  Williams.  And  are  freely  written  because  they  are 
thought  to  be  confidential?  ^ 

Secretary  Bryan.  If  they  can  not  speak  to  us  confidentially,  they 
can  not  speak  at  all. 

Senator  Smith  of  Michigan.  But  here  is  a  matter  that  seriously 
aifects  the  policy  of  the  Government,  and  if  Senators  can  not  know 
about  it,  I  think  that  is  a  very  strange 

Secretary  Bryan.  You  can  know  about  it.  If,  for  instance,  one  of 
our  representatives,  speaking  in  conversation  with  the  Government, 
says  he  thinks  the  official  did  not  tell  the  truth,  that  he  found  so 
and  so,  do  you  think  we  ought  to  allow  that  to  be  published  if  that 
is  an  official  report  of  the  consul  general?  [To  the  reporter.]  You 
need  not  take  this  down. 

Senator  Smith  of  Michigan.  I  want  what  I  have  said  taken  down, 
and  the  committee,  if  it  wants  to  eliminate  it,  can  do  so  against  my 
protest.    I  have  not  quoted  from  any  documents. 

Senator  Pomerene.  Senator  Smith,  almost  daily  we  have  sent  com- 
munications to  the  President  and  received  communications  from  him 
indicating  that  there  are  certain  things  which  he  can  not  give  out 
and  ought  not  to  give  out. 

Senator  Smith  of  Michigan.  Certainly. 

Senator  Pomerene.  And  I  do  not  think  under  the  circumstances 
this  committee  would  be  justified  in  making  these  things  public. 

Senator  Smith  of  Michigan.  Well,  Senator,  that  may  be  deter- 
mined by  you  when  you  have  seen  it,  of  course,  but  if  it  constitutes 
a  very  series  phase  of  this  inquiry  I  think  the  Senate  would  be 
entitled  to  pass  upon  the  question. 

Senator  Pomerene.  We  hav^e  got  to  trust  to  the  good  judgment  of 
somebody. 

Senator  Smith  of  Michigan.  It  is  not  ours ;  we  did  not  make  it. 
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Senator  Root.  It  is  the  President's  duty  to  form  his  own  judg- 
ment on  that  subject. 

Senator  Smith  of  Michigan.  That  is  all  right,  but  it  will  not  be 
formed  in  darkness ;  it  will  be  formed  in  the  light. 
^  Senator  Shively.  What  light  are  you  referring  to  now? 

i  Senator  Smith  of  Michigan.  I  am  referring  to  any  light  that  is 

/  to  be  thrown  upon  our  inquiry  from  any  source.    I  assume  we  want 

to  know  the  truth. 

Senator  Shively.  What  would  be  your  suggestion  in  that  regard? 

Senator  Smith  of  Michigan.  I  think  it  is  a  matter  that  the  com- 
mittee might  seriously  consider,  and  as  we  are  sitting  as  an  entire 
committee  the  matter  may  be  thrashed  out  in  the  committee. 

Senator  Root.  A^liat  is  before  us  now  ? 

Senator  Smith  of  Michigan.  I  have  a  duty  before  me  and  you  have 
the  admonition  of  the  Secretary  and  your  own  admonition  before  us. 

Senator  Root.  I  have  not  any  admonition;  I  have  the  statement 

of  the  Secretary  that  there  are  some  parts  of  the  minister's  report 

that  he  thinks  ought  not  to  be  made  public.     I  have  not  n^ade  any 

admonition,  but  I  have  told  him,  in  my  opinion,  that  if  he  thinks 

it  ought  not  to  be  made  public  he  should  not  read  it  to  the  committee. 

y'i  f      Senator  Smith  of  Michigan.  If  it  goes  to  the  validity  of  this 

f  I  /    whole  basic  transaction,  I  think  the  committee  can  not  afford  to  shut 

Vy^its  eyes  to  it. 

Senator  Shively.  But  you  are  not  satisfied  with  that.  As  I  un- 
derstand your  position,  it  is  that  it  ought  to  be  made  public,  not 
simply  that  it  should  come  to  this  committee. 

Senator  S^iith  of  Michigan.  I  speak  of  its  coming  to  the  Senate 
when  I  say  that.  It  should  come  to  the  Senate,  and  it  will  come  to 
the  Senate  in  some  form.    It  is  bound  to  come. 

Senator  Shively.  lYliy? 

Senator  Smith  of  Michigan.  You  will  want  it  yourself. 

The  Chairman.  Are  you  through,  Mr.  Mallet-Prevost  ? 

Mr.  Mallet-Prevost.  I  think  it  may  be  of  interest  to  the  commit- 
tee to  hear  read  a  translation  of  a  petition  dated  Managua,  May  30, 
1914,  which  was  presented  to  the  manager  of  the  National  Bank 
(Inc.)  by  employees  of  the  Government.    It  is  as  follows: 

Managua,  May  30,  lOIJf. 
The  Maxager  of  the  National  Bank  (Inc.)  : 

We  who  address  you  belong  to  the  Government  offices;  that  is  to  say.  we  are 
employees  who  have  not  received  our  salaries  for  four  months,  because  they 
tell  us  that  the  Government  does  not  own  a  single  cordoba  cent  in  that  bank. 
You  will  understand  that  our  horrible  situation  as  employees  who  receive  noth- 
ing has  no  equal  in  any  civilized  country;  sufficient  to  say  that  for  some  time 
we  have  not  been  able  to  find  anyone  who  will  give  us  food  on  credit,  because 
they  say  that  the  Government  never  pays,  so  that  our  mothers,  wives,  and 
children  are  now  in  the  most  frightful  poverty  which  can  be  imagined.  Be- 
sides, as  the  Government  does  not  pay  us  our  salaries,  we  can  not  pay  the  rent 
^  for  the  houses  where  we  live;  the  owners  have  asked  us  to  vacate  said  houses, 
and  we  have  to  go  into  the  street  and  beg  for  a  place  to  stay. 

As  more  than  five  months'  salary  is  due  to  the  school-teachers,  the  children 
can  now  be  seen  loitering  about  the  streets;  because  the  Government  has  no 
money  and  can  not  pay  the  teachers  for  the  course  just  finished.  It  is  im])ossible 
to  open  the  schools. 

Seilor  Manager,  our  misery  Is  complete;  tlje  Government  can  not  pay  us  be- 
cause it  has  no  money,  and  we  urgently  need  to  be  i)aid  so  that  we  can  pay 
what  we  owe  for  food,  house,  and  clothing.  We  beg  that  you,  in  a  spirit  of 
philanthropy,  deign  to  deliver  us  from  the  terrible  poverty  which  surrounds 
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us,  lending  to  the  Government  the  money  which  it  needs  for  the  payment  of  our 
salaries. 

We  hope  for  this  service  from  your  philanthropy,  which  will  place  the  Amer- 
ican Government  in  the  very  best  light  and  gain  for  it  the  social  esteem  of 
Nicaragua. 

We  pray  that  you  may  have  success  in  the  discharge  of  your  high  office. 

The  Employees  of  the  Govebnaient. 

The  Chairman.  Whom  is  that  to? 

Mr.  Mallet- Pre vosT.  To  the  manager  of  the  bank,  and  he  for- 
warded it  to  the  bankers  in  New  York. 

The  Chairman.  Under  what  date? 

Mr.  Mallet- Pre  VOST.  May  30,  last. 

Senator  Shr^ely.  May  30,  1914:  ? 

Mr.  Mallet- Pre  VOST.  Yes,  sir ;  I  received  it  only  a  day  or  two  ago, 
and  I  thought  it  might  interest  you  gentlemen  to  get  a  little  side 
light  on  the  situation  down  there.     It  is  frightful. 

The  Chairman.  Are  you  still  associated  as  counsel  with  Brown 
Bros.  &  Seligman? 

Mr.  Mallet-Prevost.  Yes,  sir. 

The  Chairman.  You  are  still  connected  with  the  business  that  you 
have  been  testifying  about? 

Mr.  Mallet-Prevost.  I  am. 

The  Chairman.  Do  you  know  whether  your  clients.  Brown  Bros. 
&  Seligman,   are   specially   interested   in   or   concerned   about   thj^         « 
tentative  treaty  that  we  have  under  consideration  ?  (f 

Mr.  Mallet-Prevost.  They  have  taken  absolutely  no  part  in  itJjK 
one  way  or  the  other,  and  I  ought  to  say,  if  you  will  allow  me ^ 

The  Chairman.  Do  you  know  whether  they  have  been  consulted 

about  it  ?  wJL^u-  -  ^  r?  • 

Mr.  Mallet-Prevost.  They  have  not  been  consulted.     T'?-^'-^*-*-  '^  ^  '  ' 
The  Chairman.  You  started  to  say  something.     What  did  you 
desire  to  say? 

Mr.  Mallet-Prevost.  With  reference  to  the  purchase  of  the  Ethel- 
burga  bonds,  those  bonds  of  1909,  I  have  seen  some  statements  to  the 
effect  that  Brown  Bros.  &  Seligman  had  purchased  some  of  those 
bonds  and  were  expecting  to  reap  some  benefit  from  them.  I  want  to 
state  in  the  most  positive  manner  that  neither  Brown  Bros.  &  Co., 
nor  J.  &  W.  Seligman  &  Co.,  nor  any  of  their  allied  houses  in  Europe, 
have  bought  a  single  one  of  those  bonds,  and  when  they  undertook 
to  negotiate  a  settlement  with  the  Ethelburga  Syndicate,  and  after- 
wards with  the  Corporation  of  Foreign  Bondholders,  they  expressly  i 
cautioned  all  bankers  in  Europe  with  whom  they  were  connected 
not  to  deal  in  those  bonds.  They  have  never  had  one  cent  of  interest 
directly  or  indirectly  in  those  bonds. 

Senator  Smith  of  Michigan.    Why?  t 

Mr.   Mallet-Prevost.  Because   they   did   not   want  to  have   the  j  \ 
slightest  interest  in  the  outcome  of  these  negotiations,  and  wanted  j   -^ 
to  be  in   a   position   to  represent  Nicaragua  without  having  any  j 
interest  in  the  outcome. 

Senator  Smith  of  Michigan.  Because  they  did  not  brieve  they 
were  valid.  ^^^jB^i^ 

Mr.  Mallet-Prevost.  No,  sir ;  they  did  believe  they  were  valid.  ^' 
Senator  Smith  of  Michigan.  Did  they  have  any  consideration  for 
them? 
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Mr.  Mallet- Pre  YOST.  They  did  believe  they  were  valid,  and  did 
believe  there  Avas  a  temptation  to  buy  those  bonds,  and  it  was  because 
of  that  temptation  that  they  cautioned  their  houses  in  Europe  not 
to  do  it. 

Senator  Smith  of  Michigan.  Why  was  the  temptation?  Were 
they  so  low  that  the  temptation  Avas  great? 

Mr.  Mallet-Prevost.  They  were  so  low  that  they  expected  a  rise. 

Senator  Smith  of  Michigan.  How  low  were  they  ? 

Mr.  Mallet-Prevost.  I  can  not  tell  you,  but  the  bankers  will  give 
you  the  exact  record  from  day  to  day. 

Senator  Williams.  They  went  down  sometimes  to  something  like 
60  cents. 

Mr.  Mallet-Prevost.  I  think  they  went  down  to  about  62.  I  am 
not  sure,  and  I  think  they  have  been  up  to  about  82.  But  I  do  not 
want  to  make  that  statement  officially. 

Senator  Pomerene.  Some  letter  or  document  that  you  read  indi- 
cated 62  as  the  low  figure. 

Mr.  Mallet-Prevost.  I  think  so. 

The  Chairman.  Do  you  know  whether  there  is  any  interest — I 
mean  financial  interest,  especially,  or  political  interest — in  Nicaragua 
or  elsewhere  that  is  opposed  to  the  making  and  ratification  of  this 
suggested  treaty? 

Mr.  Mallet-Prevost.  I  have  no  direct  knowledge,  but  I  have  a 
good  deal  of  indirect  information,  and  I  have  some  very  positive 
convictions  on  the  subject.  I  think  there  is  a  feeling  in  Nicaragua 
that  for  the  past  three  years  w^hile  we  have  been  interested  in  the 
affairs  there,  that  our  management  of  the  affairs  has  been  so  hedged 
around  with  safeguards  and  so  accurate  that  there  has  not  been  very 
much  opportunity  for  anybody  to  make  anything  out  of  it,  and  I 
think  that  a  good  many  people  are  smarting  under  that  and  would 
like  to  see  the  old  condition  of  things  reestablished. 

Senator  Shively.  A  more  liberal  administration  as  to  finances. 

Mr.  Mallet-Prevost.  More  liberal  as  to  finances. 

The  Chairman.  Are  there  any  large  interests  in  this  country  or  in 
Europe  of  which  you  have  any  knowledge  that  would  antagonize  this 
treaty  with  a  view  of  the  rooting  out  of  Brown  Bros.  &  Seligman, 
and  accomplishing  some  end  of  their  own  ? 

Mr.  Mallet-Prevost.  I  do  not  know  what,  if  any,  financial  inter- 
ests may  be  back  of  some  of  the  movements  that  I  believe  are  in 
existence  against  this  treaty.  There  is  a  Nicaraguan  politician  by  the 
name  of  Dr,  Trias:  I  know  he  is  extremely  opposed  to  the  present 
Government  and  extremely  opposed  to  the  contemplated  treaty,  and 
I  know  he  has  been  moving  heaven  and  earth  to  bring  about  its 
rejection.  He  and  others  associated  with  him  down  there  represent, 
in  a  general  way,  the  parties  that  are  opposed  to  the  present  Govern- 
ment. I  do  not  Imow  how  far,  but  I  believe  that  to  some  extent  they 
are  interested  in  obligations  of  some  kind  w^hich  were  issued  during 
the  administration  of  Gen.  Zelaya.  I  think  that  some  of  his  own 
family  are  interested  and  hold  large  quantities  of  securities  which 
they  hope  some  day  to  be  able  to  make  effective. 

Senator  Root.  Not  recognized. 

Mr.  Mallet-Prevost.  Not  now  recognized  by  anyone. 

The  Chairman.  Zelaya  was  in  New  York  some  time  ago.  Do  you 
know  whether  he  has  any  representative  in  this  country  ? 
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Mr.  Mallet-Prevost.  I  believe  that  he  has. 

The  Chairman.  Have  you  any  idea — you  can  answer  this  or  not 
as  you  see  proper — who  his  representative  is  ? 

Mr.  Mallet-Prevost.  I  have  some  idea,  but  I  have  not  enough 
knowledge  about  it  and  I  would  not  like  to  do  anybody  an  injustice. 
That  is  my  only  hesitation  about  mentioning  it.  I  might  say  some- 
thing that  was  wholly  without  foundation. 

Senator  Smith  of  Michigan.  Is  he  an  American  ? 

Mr.  Mallet-Prevost.  I  would  rather  not  answer  that,  Senator. 

Senator  Pomerene.  Have  j^ou  such  information  as  would  justify 
your  expressing  an  opinion  as  to  the  proportion  of  the  people  of 
Nicaragua  who  are  supporting  the  present  administration  ? 

Mr.  Mallet-Prevost.  Absolutel}^  none;  and  I  do  not  think  that 
anyone  could  have.  Take,  for  instance,  the  situation  which  is 
painted  in  this  letter  that  I  have  read.  You  take  those  people  who 
are  there  dying  from  hunger.  They  are  not  intelligent  enough  to  be 
able  to  form  any  real  opinion  as  to  existing  conditions  or  as  to 
whether  the  currency  system  is  a  proper  system,  as  to  whether  all 
these  contracts  with  bankers  are  desirable  for  their  country  or  not. 
All  they  know  is  that  they  are  in  a  frightful  condition,  and  they 
would  like  to  see  something  come  about  which  would  change  that, 
and  they  very  likely  blame  the  present  Government  a  good  deal  for 
it.  That  does  not  mean  that  they  are  not  supporters  of  the  present 
Government.  I  think  it  would  be  difficult  to  find  out  from  a  mass  of 
those  people  whether  they  are  supporters  of  any  Government. 

Senator  Shively.  Is  there  any  real  popular  opinion  in  that  coun- 
try? 

Mr.  Mallet-Prevost.  No,  sir;  I  think  not. 

Senator  Shively.  Those  people  do  not  think  much,  but  they  feel 
strongly. 

Mr.  Mallet-Prevost.  Exactly. 

The  Chairman.  Senator  Smith,  have  you  any  questions  that  you 
desire  to  ask  ? 

Senator  Smith  of  Michigan.  Yes,  Mr.  Chairman;  although 
tired  out  now.     Was  the  entire  stock  of  the  Nicaragua  Ri 
posited  with  Brown  Bros,  at  any  time  prior  to  October  8, 

Mr.  Mallet-Prevost.  Yes;  it  was  deposited  under  the 
the  supplemental  loan  agreement  of  March  26,  1912. 

Senator  Smith  of  Michigan.  Do  you  know  of  any  negotiations  i 
with  Mr.  Keith  or  the  United  Fruit  Co.  for  the  purchase  of  the  51  J 
per  cent  of  the  shares  of  the  Nicaragua  railroad  stock  held  by  Brown  1 
Bros,  and  Seligman? 

Mr.  Mallet-Prevost.  I  know  that  Brown  Bros,  and  Seligman  have 
at  some  time  in  the  past  negotiated  with  Mr.  Keith  for  that  purpose, 
but  no  negotiations  are  now  pending. 

Senator  Smith  of  Michigan.  You  know  that  they  own  the  rail-  ""^-^ 
roads,  practically  all  of  them,  in  Honduras  and  in  Guatemala  ?  / 

Mr.  Mallet-Prea^ost.  You  mean  the  United  Fruit  Co.  ?  y  ^\ 


Senator  Smith  of  Michigan.  Yes,  sir. 
Mr.  Mallet-Prevost.  I  so  understand. 
Senator  Smith  of  Michigan.  And  Mr.  Keith  ? 
Mr.  Mallet-Prevost.  I  so  understand. 
Senator  Smith  of  Michigan.  And  Salvador? 
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Mr.  Maijlet-Provost.  I  so  understand. 

Senator  Smith  of  Michigan.  And  Costa  Rica?  This  is  the  only 
link  in  the  line  from  Mexico  to  Panama  that  has  not  been  acquired 
by  them.     Am  I  right? 

Mr.  Mallet-Prevost.  That  is  correct. 

Senator  Smith  of  Michigan.  Under  what  agreement  was  the  rail- 
road stock  deposited  with  Brown  Bros. — under  the  supplemental 
agreement  of  March  26,  1912 '? 

Mr.  Mali^et-Prevost.  Yes,  sir. 

Senator  Smith  of  Michigan.  You  have  explained  that  supple- 
mental agreement  and  we  are  to  have  a  copy  of  it. 

^Ir.  Mallet-Prevost.  I  have  endeavored  to  explain  it,  and  you 
shall  have  a  copy. 

(The  supplemental  agreement  appears  in  another  part  of  this 
record. ) 

Senator  Smith  of  Michigan.  Under  what  conditions  was  Nica- 
ragua forced  to  sell  to  you — that  is.  Brown  Bros,  and  Seligman — 51 
per  cent  of  the  national  railroad  for  $1,000,000,  such  contract  dated 
March  26,  1912?  You  have  stated  a  number  of  reasons.  Are  there 
any  in  addition  ? 

^Ir.  Mallet-Prevost.  If  I  have  failed  to  make  that  clear.  Senator, 
I  have  utterly  failed  in  my  testimony  before  this  committee. 

Senator  Smith  of  Michigan.  I  prepared  that  question  before  you 
made  your  explanation,  I  will  say  frankl}^  But  you  have  no  further 
reason  to  give? 

Mr.  Mallet-Prevost.  No,  sir;  except  to  emphasize  those  which  I 
have  already  given. 

Senator  Smith  of  Michigan.  Was  that  contract  ratified  by  the 
Nicaragua  Congress,  or  was  it  a  contract  made  by  the  President 
under  a  decree — I  am  now  talking  about  the  contract  of  March  26? 

Mr.  Mallet-Prevost.  I  am  just  trying  to  get  it  right.  We  cabled 
to  Managua  the  form  of  law  which  we  wanted  Congress  to  pass  and 
which  incorporated  into  it  the  whole  contract,  and  that  law  was 
passed  by  Congress,  and  pursuant  to  that  law  the  contract  was 
executed. 

Senator  Smith  of  Michigan.  It  was  entered  into,  however,  tenta- 
tively by  the  Executive  before  Congress 

Mr.  Mallet-Prevost.  No.  sir;  I  think  not. 

Senator  Smith  of  Michigan.  Did  Congress  name  the  price  for 
which  the  51  per  cent  of  the  railroad  stock  was  to  be  disposed  of  to 
your  firm? 

Mr.  Mallet-Prevost.  I  think  it  passed  the  contract  verbatim. 

Senator  Smith  of  Michigan.  Do  you  know  it  did,  and  know  at  the 
time  you  made  the  contract  to  purchase  that  Gen.  Estrada,  in  1910, 
on  assuming  the  office,  canceled  a  lease  on  that  same  railroad  to  a 
Germany  company? 

Mr.  Mallet-Prevost.  I  have  read  something  about  the  prior  ex- 
isting lease,  but  I  do  not  think  I  have  any  recollection  with  reference 
to  it. 

Senator  Smith  of  Michigan.  Had  that  lease  been  made  in  viola- 
tion of  the  language  of  the  Nicaraguan  constitution  which  ])rohibits 
the  leasing,  sale,  or  other  disposal  of  any  Government  properties 
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Mr.  Mallet-Prevost.  I  do  not  know.  I  have  never  examined  that 
lease. 

Senator  Smith  of  Michigan.  What  is  the  date  of  the  constitution 
under  which  the  sale  and  option  which  was  begun  on  March  26, 
1912,  which  occurred  on  October  8,  1913,  was  consumated  ? 

Mr.  Mallet-Pkevost.  The  date  of  the  constitution?  ' 

Senator  Smith  of  Michigan.  Yes.  i 

Mr.  Mallet-Prevost.  I  can  not  give  it  to  you  exactly.     There  j 
was  a  constitutional  convention  that  was  called  in  the  fall  of  1911.  i  ^ 

Senator  Smith  of  Michigan.  Nearly  coincident  with  this  contract,  ! 
was  it?  i 

Mr.  Mallet-Prevost.  Yes;  and  it  was  that  constitutional  conven- 
tion which  approved  the  treasury-bilJs  agreement  of  September  1, 
1911,  and  it  was  that  convention  that  adopted  the  ])resent  constitu- 
tion, but  just  what  the  date  of  that  constitution  was  I  can  not  tell  you 
at  this  moment. 

Senator  Smith  of  Michigan.  When  did  Brown  Bros,  and  Selig- 
man  make  the  first  actual  payment  on  any  loan  intended  to  be  made 
to  Nicaragua — that  is,  any  lump  sum  advanced  on  any  contemplated 
loan? 

Mr.  Mallet- Prevost.  If  you  want  the  exact  date  I  can  not  give  it 
to  you,  but  you  will  have  those  figures  absolutely  from  the  bankers 
when  the}^  are  on  the  stand,  because  they  have  the  accounts  Avith 
them. 

Senator  Smitpi  of  Michigan.  They  had  first  taken  over  the  custom- 
houses for  several  months  ? 

Mr.  Mallet- Prevost.  I  think  not.  But  those  facts  will  come  out 
in  your  examination  of  the  bankers ;  that  is  to  say,  the  exact  date. 

Senator  Smith  of  Michigan.  I  am  informed  they  had  the  custom-y  \^ 
houses  about  five  months. 

Mr.  Mallet-Prevost.  You  may  be  correct,  but  you  will  get  the 
facts.     I  do  not  want  to  mislead  you. 

Senator  Smith  of  Michigan.  And  they  had  this  revenue  in  their  ^^  ^ 
hands  before  they  advanced  any  moneys  at  all  on  the  18th  of  Decem-  '•^  ^ 
ber? 

Mr.  Mallet-Prevost.  My  partner,  who  is  more  or  less  familiar 
with  the  matter,  states  that  Mr.  Ham  took  charge  of  the  customs 
about  the  middle  of  December,  1911,  and  that  the  treasury  bills  were 
purchased  by  the  bankers  the  following  month. 

Senator  Smith  of  Michigan.  I  do  not  think  I  will  pursue  the 
matter.     I  want  to  get  luncheon,  and  I  am  tired. 

The  Chairman.  If  that  is  all  that  is  to  be  asked  the  witness,  I 
sugges|p|that  we  adjourn,  or  take  a  recess  at  this  point. 

Mr.  Mallet-Prevost.  I  want  to  thank  the  committee  very  much 
for  the  consideration  that  you  have  shown  me  in  allowing  me  to  com- 
plete my  testimony  to-day  at  great  inconvenience  to  yourselves. 

(The  committee  thereupon  took  a  recess  until  3  o'clock  p.  m.) 
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MONDAY,  JUNE  29,   1914. 

Committee  on  Foreign  Relations, 

United  States  Senate, 

Washington^  D.  C. 
After  recess  the  committee  convened  at  3  p.  m.  and  resumed  the 
hearing. 

Present:  Honorable  Secretary  of  State  and  Senators  Stone  (chair- 
man), Shively,  Hitchcock,  Williams,  Smith  of  Arizona,  and  Smith 
of  Michigan. 

TESTIMONY  OF  MR.  ERNEST  H.  WANDS,  FINANCIAL  AGENT,  71 
BROADWAY,  NEW  YORK  CITY. 

(Mr.  Ernest  H.  Wands,  having  been  duly  sworn  by  the  chairman, 
testified   as   follows:) 

The  Chairman.  Give  your  name,  residence,  and  business. 

Mr.  Wands.  Ernest  H.  Wands,  financial  agent,  71  Broadway,  New 
York  City.     My  home  address  is  122  East  Eighty-second  Street. 

The  Chairman.  What  has  been  your  connection  with  Nicaraguan 
affairs  ? 

Mr.  Wands.  Mr.  Chairman,  I  will  make  a  narrative  statement  of 
my  connection,  and  then  you  might  ask  me  questions,  if  that  meets 
with  your  approval. 

I  became  interested  in  the  Nicaraguan  financial  situation  in  Janu- 
ary, 1911,  when  I  was  designated  by  Mr.  Knox,  former  Secretary  of 
State,  to  assist  that  country  in  the  efforts  to  remedy  its  financial 
troubles.     This  designation  was  made  at  the  request  of  the  Govern- 


ment of  Nicaragua.     For  two  weeks  after  my  appointment  I  was  in 

:e  Thomas  C. 
just  returned  from  Nicaragua,  where  he  went  as  a  special  envoy  or 


almost  daily  conferences  with  the  Infp  TVimnns  C^  p^wggp    who  had 


commissioner  to  study  the  general  political  conditions.  It  was  from 
Mr.  Dawson  that  I  secured  a  great  deal  of  my  preliminary  informa- 
tion about  Nicaraguan  affairs.  I  went  to  Nicaragua  in  February, 
1911,  reaching  Managua,  the  capital,  February  14.  I  was  in  Mana- 
gua about  three  weeks  studying  such  records  as  were  available  and 
holding  conferences  with  former  President  Estrada,  Adolfo  Diaz, 
then  vice  president  an^  ininister  of  finance,  and  who  is  the  present 
laent  or  Nicaragua,  ana  some  of  ffie"  staff  of 


l^resident  or  rsicaraglia,  and  some  of  TKe"  staff  of  the  department  of 
finance.  It  was  exceedingly  difficult  to  get  specific  information. 
The  Government  was  new  and  the  employees  had  not  held  their  posi- 
tions long  enough  to  be  familiar  with  the  archives.  Gen.  Estrada 
was  most  anxious  to  secure  a  loan  of  $15,000,000,  the  proceeds  to  be 
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used  for  the  refundment  of  the  foreign  debt,  paying  the  floating  debt 
existing  at  that  time,  for  the  introduction  of  a  stable  currencj^  system, 
for  the  payment  of  awards  that  might  be  made  by  the  mixed  claims 
commission  in  connection  with  unsettled  claims  against  Nicaragua 
and  for  the  construction  or  partial  construction  of  a  railroad  from 
the  Atlantic  coast  to  Lake  Nicaragua. 

I  returned  to  the  United  States  and  presented  the  loan  proposition 
either  personally  or  by  correspondence  to  probably  between  15  and  20 
banking  houses  in  different  parts  of  the  country.  I  received  practi- 
cally no  encouragement  from  any  of  them  excepting  from  Brown 
Bros.  &  Co.  and  J.  &  W.  Seligman  &  Co.,  acting  jointly,  and  from 
Speyer  &  Co.  I  received  bids  from  both  of  these  houses,  the  more 
favorable  one  being  from  Brown  Bros.  &  Co.  and  J.  &  W.  Selig- 
man &  Co. 

At  this  time  there  seemed  to  be  no  likelihood  of  the  treaty  then 
pending  between  Nicaragua  and  the  United  States  being  ratified  by 
the  United  States  Senate.  I  had  felt  all  along  that  the  establishment 
of  a  stable  currency  in  Nicaragua  was  probably  of  first  importance 
in  the  work  of  reconstructing  the  finances  of  that  country.  Between 
1901  and  1910,  inclusive,  exchange  had  fluctuated  between  295  and 
1,400.  The  merchants  suffered  severely  because  of  these  fluctuations 
in  exchange,  and  I  therefore  asked  Brown  Bros.  &  Co.  and  J.  &  W. 
Seligman  &  Co.  if  they  would  make  a  preliminary  loan  to  Nicaragua 
of  $1,500,000,  this  money  to  be  used  for  the  introduction  of  a  proper 
currency  system  and  for  the  establishment  of  a  bank.  I  might  add 
there  that  I  insisted  that  that  bank  should  be  an  American  bank, 
with  an  American  charter,  because  I  had  always  been  rather  am- 
^  bitious  to  have  an  American  bank  in  Latin  America.  The  bank  was 
to  be  the  medium  through  which  the  proposed  new  currency  system 
was  to  be  introduced.  These  bankers  agreed  to  make  this  loan  at  par, 
with  6  per  cent  interest,  with  the  understanding  that  they  were  to 
get  the  large  loan  if  it  ever  materialized.  As  you  know,  the  treaty 
between  the  two  countries  never  was  ratified  by  the  United  States 
Senate  and  the  larger  loan  never  was  made. 

I  took  these  contracts  to  Nicaragua  and  they  were  approved  by 
the  National  Assembly,  without  change,  October  9,  1911,  by  a  vote  of 
26  to  6. 

Right  here,  Mr.  Chairman,  I  might  say  that  before  this  matter  was 
presented  to  the  Nicaraguan  Congress  the  President  called  a  meeting 
of  the  prominent  men  of  the  country  whom  he  could  reach,  which  he 
called  a  junta  de  notables. 

A  number  of  prominent  men  of  Nicaragua  were  invited  to  attend 
at  the  presidential  mansion  in  Managua  on  October  2  and  state 
their  opinion  with  reference  to  the  pending  loan  contracts.  Most 
of  those  invited  attended  the  meeting,  and  after  a  discission  of  the 
matter  with  the  President  and  his  cabinet  a  resolution  indorsing  the 
loan  was  adopted  by  unanimous  vote.  The  following  is  a  list  of  the 
persons  invited;  the  names  underscored  are  those  of  persons  who 
attended  and  voted  to  indorse  the  loan.  The  names  followed  by  an 
exclamation  point  (  !)  are  those  of  persons  who  did  not  attend  but 
who,  by  telegram  or  otherwise,  signified  their  approval  of  the  loan. 
The  names  tollowed  by  an  interrogation  point(  ?)  are  those  of  per- 
sons who  did  not  attend  but  who  have  signified  their  disapproval 
of  the  loan.    The  names  unaccompanied  by  any  distinguishing  mark 
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are  those  of  persons  invited  who  did  not  come  and  have  expressed 
no  opinion  either  in  favor  or  against  the  loan : 

Managua. — Addn  Gdrdenas^  Fernando  Solorzano^  Dr.  Salvador 
Castrillo^  Dr.  Alfonso  Sol6rza,no^  Dr.  Telemaco  Castillo.,  Alcihiades 
Fuentes,  sr.^  Dr.  Maximo  H.  Zepeda  ( ! ) ,  Dr.  Juan  M.  Siero  (  ! ) , 
Pablo  Hurtado  (?). 

Granada. — Octaviano  Cesar ^  Eulogio  Cuadra^  Pedro  J.  Chamorro^ 
Dieglo  Manuel  Chamorro^  Salvador  Chamorro^  Dr.  Rosendo  Cha- 
morro^  Narciso  Arrellano.,  P.  Eafael  Cuadra  (  !),  Gabriel  Lacayo  ( !), 
Martin  Benard  (  ! ) ,  Jose  Argliello  ( ? ) ,  Miguel  Gomez  ( ? ) ,  Manuel 
Lacayo,  Dr.  David  Osorno. 

Leon. — Dr.  Heliodoro  Arana,  Dr.  Alfonso  Ay  on,  Dr.  Venancio 
Montalvan. 

Rivas. — Dr.  Manuel  Joaquin  Barrios,  Dr.  Donoso  Maliafio,  Pedro 
Hurtado,  Justo  Cardenas. 

Chinandega. — Dr.  Toribio  Tijerino   (?),  Donoso  Gasteazoro. 

Masaya. — Dr.  Gregorio  Pasquier.,  Dr.  Hemdn  Jarquin,  Mariano 
Lacayo,  Honorato  Caldera. 

JiNOTEPE. — Dr.  Fernando  Montiel,  Jose  Leon  Roman. 

DiRiAMBA. — Vincente  Rappachioli,  Dr.  Moises  Baltodano. 

CoRiNTO. — J.  Trinidad  Cajina. 

LOAN   COMMITTEE  IN  ASSEMBLY. 

A  special  committee  appointed  by  the  National  Assembly  to  study 
and  report  on  the  loan  contracts,  and  which  rendered  a  strong  re- 
port recommending  their  approval,  was  composed  of  the  following 
members  of  the  assembly:  Marcos  Mairena,  Gustavo  Guaierrez, 
Ramon  Beteta,  and  Alfred  W.  Hooker. 

PAPER   CURRENCY  OUTSTANDING. 

Between  my  first  and  second  trips  to  Nicaragua  one  or  two  Asso- 
ciated Press  dispatches  appeared  in  the  New  York  papers,  saying 
that  it  was  rumored  the  Nicaraguan  Government  was  issuing  more 
paper  money.  I  came  to  AVashington  and  met  Dr.  Castrillo,  the 
former  Nicaraguan  minister  to  the  United  States,  at  the  State  De- 
partment in  conference  with  Mr.  Thomas  C.  Dawson.  Both  Mr. 
Dawson  and  I  pointed  out  to  him  that  the  issue  of  more  paper  money 
by  his  Government  was  a  most  serious  error  and  was  bound,  if  per- 
sisted in,  to  have  serious  consequences.  He  promised  to  communicate 
this  to  his  Government. 

When  I  reached  Nicaragua  on  my  second  trip  I  tried  in  every  way 
possible  to  find  out  just  how  much  paper  money  had  been  put  out 
since  I  had  been  there  before.  The  American  legation  had  been 
unable  to  secure  this  information  and  questions  put  to  Nicaraguan 
officials  for  some  days  were  met  with  promises  that  the  information 
would  be  prepared.  About  the  time  I  was  getting  ready  to  return 
to  the  United  States  tlie  minister  of  finance  turned  over  to  me  a  lot 
of  loose  data,  and  in  this  data  I  learned  that  the  amount  of  paper 
money  issued  during  my  absence  was  16,000,000  pesos.  Exchange 
at  this  time,  according  to  my  recollection,  was  very  high,  I  believe 
about  2,000.  When  I  returned  to  New  York  I  gave  this  information 
to  the  bankers  and  to  Mr.  Charles  A.  Conant,  who  later  went  to 
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Nicaragua  as  one  of  the  currency  experts  to  draft  the  new  currency 
law.  Mr.  Conant  said  the  amount  of  money  provided  for  the  cur- 
rency system  would  probably  still  be  sufficient,  but  it  would  mean 
fixing  a  pretty  high  rate  of  exchange. 

Later,  as  you  gentlemen  know,  the  bankers  made  another  advance, 
this  one  being  for,  I  believe,  $755,000.  Of  this  $500,000  Avas  added 
to  the  currency  reserve  fund,  and  $255,000  was  paid  to  the  Govern- 
ment in  installments  for  running  expenses.  The  addition  of  $500,000 
to  currency  reserve  fund  was  needed  to  make  it  possible  to  fix  ex- 
change at  the  rate  decided  upon. 

The  next  thing  of  importance  was  the  settlement  of  the  dispute 
with  the  holders  of  the  Nicaraguan  bonds.  On  September  5,  1908, 
the  Nicaraguan  Congress  passed  an  act  authorizing  the  President  to 
contract  for  a  loan  of  £1,250,000  sterling  upon  the  most  favorable 
terms  as  to  price,  interest,  etc.  A  contract  was  made  with  Ethelburga 
Syndicate  January  19,  1909.  This  contract  was  modified  under  date 
of  March  30,  1909. 
y/  I  do  not  recall  how  I  first  reached  the  conclusion  that  there  was 
any  cloud  on  the  legality  of  the  Ethelburga  contracts.  I  am  inclined 
to  think,  however,  that  the  question  arose  in  comparing  the  original 
contract  of  January  19,  1909,  with  the  modified  contract  of  March 
30,  1909.  The  modified  contract  was  not  so  favorable  to  Nicaragua, 
and  it  did  not  seem  to  me  that  it  had  ever  been  properly  ratified. 
My  recollection  is  that  I  then  took  up  the  question  with  Mr.  Dawson 
and  he  agreed  with  my  conclusion,  and  later,  when  I  was  negotiating 
with  Brown  Bros.  &  Co.  and  J.  &  W.  Seligman  &  Co.,  I  learned 
that  Mr.  Mallet-Prevost  held  a  similar  view.  I  never  was  of  the 
opinion,  however,  that  if  the  loan  had  been  carried  out  on  the  terms 
of  the  contract  of  January  19,  1909,  that  any  question  could  have 
been  properly  raised  as  to  the  legality  of  that  contract. 

The  settlement  finally  arranged  with  the  holders  of  these  bonds, 
among  other  things,  reduced  the  rate  of  interest  from  6  to  5  per  cent, 
which  on  $6,000,000  of  bonds  means  a  saving  of  $60,000  a  year  for 
about  30  years.  They  were  35-year  bonds,  and  several  years  had  ex- 
pired, so  it  was  about  30  years. 

Senator  Hitchcock.  When  did  that  reduction  occur,  from  6  to  5  ? 

Mr.  Wands.  I  have  forgotten  the  exact  date.  Senator,  but  it  was 
in  May,  1912,  that  the  conclusion  was  reached,  and  I  think  it  was 
May  23,  but  that  will  be  shown  in  a  copy  of  the  contract  between  the 
Council  of  Foreign  Bondholders  of  London  and  Brown  Bros.  & 
Co.  and  J.  &  W.  Seligman  &  Co.,  which  I  understand  Mr.  Mallett- 
Prevost  has  turned  over  with  the  other  documents.  He  told  me  he 
had  turned  over  a  complete  set  of  documents. 

Senator  Smith  of  Michigan.  When  you  refer  to  the  London  people 
you  refer  to  the  Fuerth  people,  do  you  not? 

Mr.  AVands.  Do  you  mean  just  now?  No;  I  refer  to  the  Council 
of  Foreign  Bondholders. 

Senator  Smith  of  Michigan.  That  is  a  sort  of  clearing  house  for 
foreign  securities? 

Mr.  Wands.  The  Council  of  Foreign  Bondholders  hohls  a  unique 
position  in  England.  They  have  wonderful  power.  I  believe  if 
you  got  into  B.ny  dispute  with  them  over  any  bonds,  they  can  even 
prevent  the  listing  of  your  bonds  on  the  London  Stock  Exchange, 
and  it  is  customary  to  deal  with  them  in  settlement. 
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Senator  Smith  of  Michigan.  They  have  in  bond  matters  substan- 
lially  as  sweeping  authority  as  the  board  of  trade  has  in  matters  of 
shipping  ? 

Mr.  Wands.  Yes,  Senator;  absolutely. 

Senator  Smitpi  of  Michigan.  But  they  are  really  a  clearing  house 
after  all,  because  if  you  have  got  anything,  vou  put  it  in  there,  they 
watch  over  it,  turn  it  back  to  you,  tell  you  or  the  daily  values,  and  at 
the  end  of  their  deal  they  take  just  a  small  nominal  fee  for  that 
service.     Am  I  right? 

Mr.  Wands.  There  was  a  fee,  Senator,  but  I  do  not  remember  what 
it  was. 

Senator  Smith  of  Michigan.  I  want  to  get  well  in  mind  the  differ- 
ence between  the  real  owners  of  the  bonds  and  the  Council  of  Foreign 
Bondholders. 

Mr.  Wands.  The  Council  of  Foreign  Bondholders  do  recommend 
a  settlement  to  the  owners  of  the  bonds. 

Senator  Smith  of  Michigan.  I  understand  you  that  that  is  just  a 
clearing  house,  so  to  speak? 

Mr.  Wands.  They  act  as  a  committee,  a  self-appointed  committee. 

Senator  Smith  of  Michigan.  But  they  have  not  a  dollar's  interest 
in  the  securities  they  pass  on? 

Mr.  Wands.  Not  a  dollar's  interest. 

Senator  Hitchcock.  What  I  want  to  find  out  is  this:  You  say 
that  reduction  of  interest  from  G  to  5  was  in  May,  1912  ? 

Mr.  Wands.  I  think  it  was  May  23,  1912.  I  do  not  know  what 
date 

Senator  Hitchcock.  Was  it  made  by  the  Ethelburga  Syndicate  ? 

Mr.  Wands.  No,  sir;  that  was  made  between  Brown  Bros,  and 
Seligman,  and  the  Council  of  Foreign  Bondholders.  They  had  tried 
to  reach  a  settlement  with  Fuerth,  and  Fuerth  had  failed  to  carry  out 
an  arrangement  made  with  him.  He  made  an  arrangement' with  us 
in  New  York,  and  when  he  got  back  to  London  he  was  unable  to 
carry  it  out. 

Senator  Smith  of  Michigan.  What  did  it  apply  to? 

Mr.  Wands.  That  was  a  settlement  of  this  dispute  between  Nica- 
ragua and  the  holders  of  Nicaraguan  bonds. 

Senator  Hitchcock.  What  date  did  this  reduction  apply  to? 

Mr.  Wands.  The  rate  of  interest  from  6  to  5  stayed  on  all  the 
bonds  outstanding. 

Senator  Hitchcock.  On  Ethelburga  Syndicate  bonds  outstanding  ? 

Mr.  Wands.  Yes ;  the  1909  bonds  are  the  Ethelburga  bonds. 

Senator  Hitchcock.  What  was  the  consideration  for  that  reduc- 
tion? 

Mr.  Wands.  There  was  no  special  consideration,  as  I  know.  Sena- 
tor, excepting  that  we  claimed  the  second  contract  had  not  been 
modified,  and  we  tried  to  get  it  as  near  to  the  first  contract  as  was 
possible. 

Senator  Williams.  You  do  not  mean  the  second  contract  had  not 
been  modified.    You  mean  it  had  not  been  ratified. 

Mr.  Wands.  That  is  right.  Excuse  me.  We  maintained  all  along 
that  the  modified  contract  had  not  been  ratified.  Therefore  we  could 
fight  on  that  point. 
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Senator  Hitchcock.  They  compromised  the  matter  by  taking  5 
per  cent  ? 

Mr.  Wands.  They  compromised  the  matter  by  taking  5  per  cent. 
Then  there  was  also  on  deposit  in  London  an  amount  of  money,  some- 
thing over  £350,000 — the  exact  amount  I  have  not  in  my  head — and 
that  was  earmarked  for  railroad  construction. 

Senator  Smith  of  Michigan.  Right  there,  that  £350,000  was  held 
by  the  Ethelburga  Syndicate  from  the  hypothecation  or  sale  of 
Ethelburga  bonds? 

Mr.  Wands.  That  was  held  from  the  sale  of  Ethelburga  bonds. 

Senator  Smith  of  Michigan.  That  money  was  to  be  expended 
under  their  agreement  in  this  line  to  the  Atlantic  coast  ? 

Mr.  Wands.  Yes. 

Senator  Smith  of  Michigan.  And,  as  a  matter  of  fact,  12  miles  of 
that  road  were  graded,  so  that  the  money  was  not  expended  there  ? 

Mr.  Wands.  No;  that  money  was  not  expended. 

Senator  Smith  of  Michigan.  I  understand.  Now,  go  ahead  in 
your  own  way. 

Mr.  Wands.  My  connection  with  this  settlement  was  to  go  to  Paris 
to  negotiate  with  the  committee  there  representing  the  continental 
bondholders.  They  agreed  to  the  settlement  arranged  by  the  bankers 
representing  Nicaragua  with  the  Council  of  Foreign  Bondholders 
of  England,  but  only  after  they  had  been  told  that  no  changes  of 
any  sort  would  be  agreed  to  by  me. 

Senator  Hitchcock.  Who  are  the  continental  bankers  ? 

Mr.  Wands.  I  mean  on  the  Continent.  There  is  a  committee  in  Paris 
similar  to  the  committee  of  foreign  bondholders  in  England.  It 
is  not  so  strong,  but  it  does  the  same  work,  and  they  represented  the 
holders  of  the  bonds  on  the  European  Continent. 

Senator  Hitchcock.  Those  bonds  are  not  included  in  the  Ethel- 
burga Syndicate? 

Mr.  Wands.  Yes,  sir;  they  are  all  so-called  Ethelburga  bonds. 
They  were  held  all  over  Europe.  I  heard  of  committees  organized 
in  little  towns  in  Spain.  I  do  not  know  how  many  bonds  they  held. 
Maybe  half  a  dozen,  but  the  French  committee  virtually  represented 
all  of  them. 

Senator  Hitchcock.  Do  you  know  what  prices  those  bonds  were 
bought  and  sold  for  before  the  organization  of  the  Ethelburga  Syn- 
dicate ? 

Mr.  Wands.  Those  bonds  were  bought  by  the  Ethelburga  Syndi- 
•cate.    That  was  the  origin  of  them. 

Senator  Hitchcock.  Before  that  time  there  was  an  indebtedness 
of  500,000  pounds? 

Mr.  Wands.  Those  were  two  loans  that  were  converted  out  of  this 
loan. 

Senator  Hitchcock.  What  did  they  sell  for  ? 

Mr.  Wands.  I  do  not  know.  I  never  knew.  It  all  happened  be- 
fore my  connection  with  it,  and  most  of  them  had  been  converted 
before  my  connection  with  it. 

Senator  Hitchcock.  Have  you  any  idea  what  has  been  the  price 
of  Ethelburga  bonds  on  the  market  since  1909  ? 
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Mr.  Wands.  I  thought  that  point  might  come  up,  so  I  had  this 
prepared  from  the  London  Economist,  giving  the  bought  and 
asked  price  and  the  high  and  low  price  from  January,  1911,  right 
down  to  date  [referring  to  statement] . 

Senator  Hitchcock.  What  is  the  high  and  low  ? 

Mr.  Wands.  There  is  quite  a  table  here.  I  should  like  to  look  it 
over.  There  is  the  whole  thing  [indicating].  That  was  taken  from 
the  London  Economist. 

Senator  Smith  of  Michigan.  And  that  you  offer  in  evidence  ? 

Mr.  Wands.  Yes. 

The  Chairman.  Would  you  like  to  have  that  in  the  record  ? 

Mr.  Wands.  Yes. 

(The  statement  referred  to  is  as  follows:) 

QUOTATIONS  IN  THE  ECONOMIST  OF  THE  NICARAGUA  BONDS  DURING  1911. 


Bid. 

Asked. 

Low. 

69 

71 

69 
69 
69 

71 
71 
71 

69 

69 

71 

69 
70 

71 

72 

70 

70 

72 

70 

72 

70 
70 

72 
72 

70 

70 

72 

70 

72 

70 

72 

75 

80 

I    80 

78 

82 

80 

84 

80 

84 

80 
80 

84 
84 

80 

80 

84 

80 

84 

80 
80 

'st 

80 

80 

84 

80 

84 

78 

82 

78 

82 

I    80 

78 

82 

78 

82 

78 

82 

78 
78 

82 
82 

78 

78 

82 

78 

82 

78 

82 

78 

82 

78 

78 

82 

78 

82 

78 

82 

78 

82 

I    78 

78 

82 

78 

82 

78 

78 

82 

82 

78 

78 

82 

78 

82 

78 
78 

82 
82 

78 

78 

82 

High. 


1911 

Jan.  7 

Jan. 14 

Jan. 21 

Jan. 28 

Feb. 4 

Feb. 11 

Feb. 18 

Feb. 25 

Mar.  4 

Mar.  11 

Mar.  18 

Mar.  25 

Apr.l 

Apr.  8 - 

Apr.  15 

Apr.  22 

Apr.  29 

May  6 

May  13 

May  20 

May  27 

June  3 

June  10 

June  17 

June  21 

Julyl 

July7 

July  15 

July  22 

July  29 

Aug.  5 

Aug.  12 

Aug.  19 

Aug.  26 

Sept.2 

Sept.  9 

Sept.  16 

Sept.  23 

Sept.  30 

Oct.  7 

Oct.  14 

Oct.  28 

Nov.  4 

Nov.  11 

Nov.18 

Nov.  25 

Dec.  2 

Dec.  9 

Dec.  16 

Dec.  23 


72 


72 


84 


84 


84 
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QUOTATIONS    FROM    MESSRS.  BROWN,  SHIPLEY    &    CO.,  LONDON,  DURING    1912    OF 
(ETHELBURGA  CERTIFICATES)  NICARAGUA  BONDS. 


Bid. 

Asked. 

Low. 

High. 

1912. 
Jan.  2 

80 

81§ 

82 

82i 

83 

83J 

83J 

83i 

82 

82i 

82i 

82 

82 

82 

82 

1 

83i 
82 

^t 

75 

74 
72§ 
74i 
75* 

3 

77i 
76 
75 
76 

S 

81 
80 

82 
84i 

86 

86 

89 

88 

87 

83 

85 

87 

88^ 

89} 

85 

86 

85 

83} 

84} 

82 

82} 

83 

83} 

84 

84} 

84} 

84} 

83 

il 

83 

83 

83 

83 

83} 

84} 

84} 

84} 

84} 

84} 

84} 

84} 

84} 

83 

81} 

If 

76 

73} 
75} 

77} 

77 
76 

77 

82 
81 

g* 

83 

84} 

85} 

87} 

85} 

87 

87 

90 

89 

i 

87 
88} 
89} 
90} 
186 
87 
86 
84} 
85} 

83} 

82 

1 

76 
81} 

83 

86} 

86 

89 

88 

Jan.  3 

Jan.  4 

Jan. 5 

Jan.  6 

Jan.8 

Jan.  10 

Jan.  11 

Jan. 12 

Jan.  13 

Jan. 15 

Jan. 16 

Jan.  17 

84} 

Jan.  18 

Jan. 19 

Jan.  20 

Jan  .22 

Jan. 23 

Jan. 24 

Jan.  25 

Jan.  26 

Jan. 27 

Jan. 29 

Jan.  30 

Feb.  1 

Feb. 3 

Feb. 5 

Feb. 6 

Do 

Feb. 7 

83 

Feb. 8 

Feb. 9 

Feb. 10 

Feb. 17 

Feb. 19 

Feb. 20 

Mar.  8 

Mar.16 

77 

Mar.  28 

May2 

May  9 

82i 

May  10 

May20 

May  21.. 

May24 

84 

May28 

May  31 

June  1 

June  3 

87} 

June  7 

June  27 

July  1 

87 

July  17 

Sept.  27 . 

90 

Oct.  5 

Oct.  10 

Oct.  15. 

89 

Do 

Oct.  17 

Nov.  1 

Nov.  6 

Nov.  14 

Nov.  15 

Nov.  18 

89} 
\         84} 

90} 

Dec.  14 

Dec.  28 

85i 

1  Except  5|  per  cent  interest  per  annum. 
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QUOTATIONS    RE    ETHELBURGA    CERTIFICATES    RECEIVED    DURING    1913   AND    1914 
FROM  MESSRS.  BROWN.  SHIPLEY  &  CO. 


Bid. 

Asked. 

Low. 

High. 

1913. 
Jan.  2 

82J 

831 

83.i 

83 

83 

82 

81 

79J 

78 

78 

80 

81 

82 

81 

80 

79 

78 

80 

77i 

78i 

81 

82 

81 

SO 

79 

78 

77 

83^ 

84 

84 

84 

84 

83 

32 

?§* 

79 
81 
82 
83 

82 
81 
80 
79 

81 

781 

79i 

83 

83 

82 

81 

80 

79 

78 

82i 

m 

83^ 

83 

83 

\         82 

82 

81 
80 
79 
73 
80 

81 

82 

}    79 
77 

83i 
84 

Feb.  15       .      .        

84 

April 

84 

Mav                     

84 

June  7 

June  17 

83 

July  1 

July  12 

July  ]5 

July  21 

83 

July  22 

July  24  .  .           .              

Aug.  S *. 

82 

Sei;t.  9 

81 

Oct.  27 

80 

Dec.  5 

79 

Dec.  10 

81 

1914. 
Jan.  2 

Jan.  27 

83 

Jan.  31 

Feb.  4. 

Feb. 9 

83 

Feb. 26 

Mar.  9 

Mar.  21 

80 

June  9 

78 

Senator  Hitchcock.  Beginning  with  January,  1911,  they  have  been  ) 
rising  in  value,  then,  apparently,  or  in  price.    They  start  in  January, 
1911,  at  69,  and  with  slight  modifications  they  rise  until  at  the  highest 
point  they  sell  for  89. 

^Ir.  Wands.  I  do  not  know  how  high  they  got.  Senator,  without 
looking  that  over.  ! 

Senator  Williams.  Ninety  and  one-half  is  the  highest. 

Mr.  Wands.  Yes;  December,  1912. 

Senator  Smith  of  Michigan.  They  were  lowest  just  before  the  Diaz 
administration  ?  ' 

Mr.  Wands.  I  do  not  know.  Senator,  I  am  sure.  I  knew  at  dif- 
ferent times  what  the  prices  were.  I  thought  this  question  might 
come  up  so  I  had  that  statement  prepared. 

Senator  Hitchcock.  Can  you  give  any  reason  why  those  bonds 
have  advanced  in  market  value? 

Mr.  Wands.  May  I  look  at  that  and  see  the  date,  and  perhaps  I 
can?  Senator,  let  me  say  this  without  consulting  this  statement: 
When  Mr.  Dawson  went  to  Nicaragua,  the  people  holding  the  bonds — 
I  am  simply  speaking  as  any  man  would  do  who  had  held  such 
security — they  felt  that  here  is  the  United  States  coming  in  here  to 
help  these  people  out,  so  a  lot  of  speculators,  I  assume — I  do  not 
know— went  in  there  and  bought  bonds,  because  the  bonds  would  go 
up  in  price.    That  is  the  only  explanation  I  can  offer. 

Senator  Hitchcock.  I  assume  that  was  it. 

Senator  Smith  of  Michigan.  Why  do  you  start  in  January.  1911  ? 

Mr.  Wands.  I  had  no  connection  with  it  before  that  time,  and  it  ic> 
rather  difficult  to  get  this  information. 

Senator  Smith  of  Michigan.  You  studied  the  question  ? 

Mr.  Wands.  Yes;  I  studied  the  question. 

Senator  Smith  of  Michigan.  You  were  employed  as  an  expert  to 
study  the  question  ?  I  want  to  find  out  what  they  were  worth  before 
that. 
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Mr.  Wands.  I  did  at  the  time,  Senator.  I  will  also  offer,  Senator, 
my  report  on  the  matter  in  1911,  which  may  give  some  of  that  in- 
formation.   It  is  so  long  ago  that  I  do  not  recall  it. 

Senator  Smith  of  Michigan.  Who  was  it  made  to  ? 

Mr.  Wands.  The  Secretary  of  State. 

Senator  Smith  of  Michigan.  How  far  back  does  that  go  ? 

Mr.  Wands.  This  is  dated  May  13, 1911. 

Senator  Smith  of  Michigan.  But  how  far  back  do  your  figures  go  'i 

Mr.  Wands.  It  gives  the  general  financial  situation  of  the  country 
at  that  time,  with  such  information  as  I  could  get  from  the  Nic- 
araguan  officials. 

Senator  Smith  of  Michigan.  What  I  am  trying  to  get  at  is  whether 
you  know  anything  about  the  value  of  those  bonds  or  what  they  were 
being  sold  for  prior  to  the  administration  of  Estrada  and  Diaz,  Diaz 
being  Vice  President? 

Mr.  Wands.  Perhaps  I  have  that  here.  I  asked  Fuerth  to  give  me 
the  dates.  It  is  included  here  in  my  report.  I  asked  him  to  give  the 
dates  on  which  the  different  parcels  of  bonds  were  sold,  and  Mr. 
Fuerth  sent  it  to  Messrs.  Speyer  &  Co.  The  reason  that  he  sent  it  to 
them  was  that  he  was  making  his  headquarters  at  Speyer's  while  in 
New  York. 

Nicaragua  half  a  million  reserve  for  conversion  balance  has  been  sold  as 
follows:  During  month  of  May,  1900,  public  issue,  London,  Paris,  Brussels, 
Amsterdam,  £433,000,  average  92i  per  cent.  (Full  stop.)  Until  end  of  1910 
have  been  sold  options  syndicate  £86,440  at  81,  resold  public,  average  88.  (Full 
stop.)  During  month  of  January,  1911,  sold  Erlanger  firm  £106,000,  S3,  resold 
public,  average  871  per  cent.  (Full  stop.)  Erlanger  under  option  since  taken 
£106,000,  84,  resold  public,  average  87^.  (Full  stop.)  Have  been  sold  market 
by  us  £18,560,  average  87i  per  cent.     (Full  stop.) 

Senator  Smith  of  Michigan.  What  is  the  date  of  that? 

Mr.  Wands.  That  is  May,  1909,  and  then  it  is  during  the  month  of 
January,  1911. 

Senator  Smith  of  Michigan.  Was  that  before  this  bond  of  1909 
was  put  out? 

Mr.  Wands.  No,  sir;  these  are  the  1909  bonds.  This  is  Fuerth's 
explanation  of  how  those  bonds  were  marketed. 

Senator  Smith  of  Michigan.  I  suppose  that  includes  what  they 
allowed  the  Government  of  Nicaragua  for  them  when  they  took  them 
over  ? 

Mr.  Wands.  Yes,  sir. 

Senator  Smith  of  Michigan.  What  did  they  allow  the  Government 
of  Nicaragua? 

Mr.  Wands.  They  bought  the  bonds  at  75—6  per  cent  bonds. 

Senator  Smith  of  Michigan.  Seventy-five  ? 

Mr.  Wands.  Seventy-five.  Of  course,  there  was  the  conversion 
first  to  be  taken  care  of  of  those  two  issues  that  were  outstanding. 

Senator  Smith  of  Michigan.  Then  there  was  the  railroad  contract 
which  was  part  of  that  arrangement? 

Mr.  Wands.  The  railroad  contract  was  part  of  the  securities. 
Senator. 

Senator  Smith  of  Michigan.  It  is  part  of  the  arrangement,  it  is 
all  in  the  Ethelburga  business?  They  were  to  construct  this  railroad 
find  have  a  contract  for  it^ 

Mr.  Wands.  Yes;  the  money  was  to  be  obtained  out  of  the  sale  of 
these  bonds. 
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Senator  Smith  of  Michigan.  Exactly.  So  while  on  their  face 
they  might  show  75,  there  might  be  a  net  under  that,  on  the  building 
of  the  railroads,  that  would  materially  reduce  the  face  value  ? 

Mr.  Wands.  Of  course,  they  did  not  get  very  far  with  the  rail- 
road, and  that  money  was  afterwards  recovered. 

Senator  Smith  of  Michigan.  No;  but  they  got  a  good  ways  with 
the  money. 

Mr.  Wands.  I  believe  the  bankers  have  a  statement  showing  ex- 
actly what  was  done  with  that  money.  I  have  it  very  roughly,  but 
they  have  it  right  in  their  books,  and  they  told  me  that  a  statement 
was  being  prepared  which  they  would  bring  over. 

I  do  not  know  whether  you  want  this  statement  [indicating].  I 
happen  to  have  it  brought  up  to  date.  This  is  the  customs  collection 
since  the  American  collector  went  in. 

Senator  Williams.  Yes ;  we  would  like  to  have  it. 

Mr.  Wands.  It  seems  to  be  up  to  March,  1914. 

Senator  Smith  of  Michigan.  Where  did  you  get  that  ? 

Mr.  Wands.  We  got  this  from  the  bankers  a  day  or  two  ago.  You 
see  all  the  reports  are  made  to  them,  and  I  asked  them  to  prepare  it 
for  me  and  send  it  to  me.    I  got  it  a  day  before  I  left. 

Senator  Smith  of  Michigan.  I  suppose  they  will  have  them  all 
here  ? 

Mr.  Wands.  Yes. 

Senator  Smith  of  Michigan.  Are  you  still  in  the  employ  of  the 
Nicaraguan  Government  ? 

Mr.  Wands.  No,  sir ;  I  have  not  had  anything  to  do  with  Nicaragua 
for  a  year  and  three  or  four  months. 

Senator  Smith  of  Michigan.  Are  you  an  employee  of  Brown 
Bros.? 

Mr.  Wands.  No,  sir ;  I  am  not  employed  by  them  at  all,  and  never 
have  been  employed  by  them. 

Senator  Smith  of  Michigan.  You  just  got  that  from  them? 

Mr.  Wands.  Just  as  a  matter  of  courtesy,  because  of  my  former 
connection  with  the  matter  and  my  interest  in  it. 

Senator  Williams.  And  the  fact  that  you  knew  you  were  going  to 
be  a  witness  here  ? 

Mr.  Wands.  Yes,  sir;  I  told  them  I  thought  I  ought  to  have  that 
information. 

The  Chairman.  Does  that  paper  include  collections  of  customs 
prior  to  Col.  Ham's  administration? 

Mr.  Wands.  No,  sir;  that  is  just  the  report  of  the  American  col- 
lector. 

Senator  Hitchcock.  Mr.  Wands,  at  the  time  the  Ethelburga  people 
loaned  this  £1,200,000  to  Nicaragua,  and  with  part  of  it  took  up 
£500,000  that  were  outstanding,  were  they  the  holders  of  those  out- 
standing bonds  ? 

Mr.  Wands.  Of  these  bonds  that  they  converted  ? 

Senator  Hitchcock.  Yes. 

Mr.  Wands.  No  ;  I  assume  not.  They  may  have  gotten  an  option 
on  some  of  them.  Fuerth  represented  to  me  that  he  had  to  pay  over 
par  for  some  of  those  bonds. 

Senator  Hitchcock.  Did  he  say  what  he  paid  for  all  of  them? 

Mr.  Wands.  No,  sir.  I  asked  him  that,  and  he  said  he  got  them  at 
different  prices.    He  said  he  had  great  difficulty  in  getting  them  all 
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in,  and  he  said  for  some  he  had  to  pay  above  par.     That  was  Mr. 
Fiierth's  statement. 

Senator  Hitchcock.  They  were  not  due? 

Mr.  Wands.  They  were  not  due,  and  the  people  held  on  to  them. 

Senator  Hitchcock.  Were  they  a  lien  on  the  customs? 

Mr.  Wands.  Yes ;  they  were  a  lien  on  certain  customs. 

Senator  Hitchcock.  Was  the  interest  paid  regularly? 

Mr.  Wands.  I  think  the  interest  was  paid  regularly,  Senator.  I 
am  not  absolutely  positive. 

Senator  Hitchcock.  Will  these  bankers  know  that  fact  ? 

Mr.  Wands.  They  will  know  more  about  it  than  I  will,  because  a 
number  of  the  bonds  that  had  not  been  converted,  I  believe,  have 
since  been  converted  with  the  approval  of  the  Government  of  Nica- 
ragua. 

Senator  Hitchcock.  It  seems  so  unreasonable  that  those  bonds 
should  be  above  par  on  the  market  when  poor  Nicaragua  was  com- 
pelled  to  accept  the  new  bonds  at  75. 

Mr.  Wands.  I  judge.  Senator,  that  it  was  a  hold-up  on  the  part  of 
the  man  or  men  who  held  the  bonds,  and  I  tell  you  I  am  giving  you 
that  on  Mr.  Fuerth's  statement.  I  had  no  means  of  knowing  except 
from  his  statement.  He  was  the  man,  or  his  syndicate,  that  bought 
them  in. 

Senator  Hitchcock.  Could  not  the  representatives  of  Nicaragua 
tell  us?  ^ 

Mr.  Wands.  I  do  not  think  they  would  know.  I  do  not  see  how 
they  would  possibly  know. 

Senator  Smith  of  Michigan.  In  connection  with  this  memorandum 
of  customs  receipts,  which  you  have  handed  to  the  committee,  I  have 
here  a  circular  issued  by  a  bond-selling  firm  in  Chicago,  who  held 
some  of  these  Nicaraguan  bonds,  Messrs.  Cutter,  Waller  &  May,  and 
in  their  statement  they  say  that — 

The  monetary  unit  of  Nicaragua  is  the  dollar  (or  peso)  and  is  based  upon 
silver,  the  average  value  of  the  peso  in  United  States  gold  being  about  40  cents. 

Total  receipts  lor  the  year  ending  Dec.  31,  1906 $42, 137,978.  25 

Total  expenditures  for  the  year  ending  Dec.  31,  1906 9.  797,  544.  36 

Total  receipts  over  expenditures  in  the  year  1906 32,  340,433.  80 

I  would  like  to  ask  you  if  this  familiarity  with  Nicaraguan  finance 
enables  you  to  reconcile 

Mr.  Wands  (interposing).  I  do  not  believe  it  is  correct,  Senator. 
That  is  the  only  statement  I  can  make  about  it. 

Senator  Smith  of  Michigan.  It  is  the  statement  of  a  reputable 
concern  who  offered  these  bonds  for  sale. 

Mr.  Wands.  I  do  not  know  of  any  country  in  Central  Latin 
America  whose  revenues  were  that  far  ahead  of  their  expenses. 

Senator  Smith  of  Michigan.  It  reads : 

We  own  and  offer  at  par  and  Interest,  subject  to  prior  sale  and  advance  in 
price,  the  unsold  iX)rtion  of  .$200,(X)0  Republic  of  Nlcnnigun  6  per  cent  gold 
bonds  dated  .Tune  15,  lfK)4,  and  maturing  serially  .Tune  lil,  1914,  and  every  five 
years  therenfter  to  and  including  1929.  Denomination,  .$1,0<K>.  Principal  an<l 
j;*-miannual  interent  (.Juno  15  and  Dec.  15)  p;iy:il»le  in  ^old  coin  of  the  I'nited 
JStates  of  America,  at  the  Whitney  Central  National  I?ank  in  the  city  of  New 
Orleans,  La.,  the  fiscal  agent  of  the  Republic. 

Then  follows  a  financial  statement  of  the  Republic.  Then  follows 
this  statement  of  income  which  I  have  given.  And  then  follows  the 
total  internal  debt  of  the  Republic. 
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Senator  Hitchcock.  How  large  is  that? 

Senator  Smith  of  Michigan.  The  total  internal  debt  December  31, 
1905,  was  $14,547,635.75 ;  the  total  internal  debt  December  31,  1906 
(which  antedates  your  occupancy),  was  $13,674,650.62,  or  a  decrease 
in  the  internal  debt  of  1906  of  $872,985.13. 

I  would  offer  this  in  evidence  except  for  the  fact  that  in  this  cir- 
cular there  is  a  quotation  from  a  letter  which  I  do  not  feel  at  liberty 
to  put  into  the  record.  That  is  the  reason  I  read  the  figures  instead 
of  offering  it  in  the  record.  I  have  no  objection  to  the  committee 
seeing  it,  but  I  do  not  offer  it  because  I  do  not  want  to  encumber  the 
record  at  this  time  with  that  statement. 

Mr.  Wands.  Senator,  the  principal  revenues  of  Nicaragua  are,  and 
always  have  been,  their  customs  receipts.  The  best  figures  that  I 
could  obtain  in  Nicaragua  when  I  went  there  first  indicated  that  it 
was  safe  to  count  on  about  $75,000  United  States  gold  a  month.  I 
would  not  go  further  in  dealing  with  a  banking  house  than  to  say 
that  I  felt  they  could  safely  count  on  that  amount.  The  first  six 
weeks,  as  I  recall  it  now,  that  the  American  collector  was  in  office 
the  revenues  were  only  about — I  have  forgotten  the  figures.  They  do 
not  seem  to  be  given  here,  because  they  put  it  down  as  January.  Any 
way,  we  will  take  the  month  of  January.  They  put  the  revenues 
from  customs  receipts  as  $44,885.72.  I  assume  they  were  low,  be- 
cause a  lot  of  people  took  advantage  of  the  fact  that  an  American 
collector  was  coming  in,  and  perhaps  they  feared  he  might  be  very, 
very  stringent,  and  they  had  rushed  their  things  in  earlier.  The  con- 
sequence was  there  was  little  coming  in  that  month.  That  was  the 
only  way  I  could  explain  it.  The  revenues  have  come  up  consider- 
ably, as  you  will  see,  since  I  made  my  report  indicating  a  possible 
revenue  of  $75,000  a  month,  or  $900,000  a  year.  In  January,  1912,  it 
was  $44,885.72;  February,  1912,  $80,098.46;  March,  $108,441.45; 
April,  $91,684.26;  May,  $133,723.49;  and  in  June,  $160,730.64. 

Exhibit  A. 
Memorandum  of  comparative  customs  receipts. 

[Mar.  19, 1914.] 
1912  AND  1913. 


1912 

1913 

Increase. 

Decrease. 

Jannary                                       .        

$44,8S5.72 
80,098.46 
108,441.43 

$149,946.98 
126,957.25 
139,518.74 

$105,060.26 
46,858.79 
31,077.29 

March.             

233,435.63 

416,421.97 

182,996.34 

April 

91,684.26 
133,723.49 
160,730.64 

154,767.38 
150,718.94 
150,006.12 

6.3,083.12 
16,995.45 

mtY 

June  . . .                 .        

10,724.52 

Second  quarter 

386,138.39 

455,492.44 

60,354.05 

July 

121,483.37 
56,372.64 
30,890.36 

181,629.84 
140,051.16 
153,623.17 

60,146.47 
83,678.52 
122,732.81 

August  

fi^ptoHftJtM^r         . .  . 

Third  qnarteT . .   . . 

308,746.37 

475,304.17 

266,557.80 



October 

105,704.01 
102,769.56 
135,611.30 

125,901.40 
125,492.42 
130,401.09 

20,1^7.39 
22,722.86 

5,210.21 

Fourth  quarter 

344,084.87 

381,794.91 

37,710.04 

Total 

1,172,395.26 

1,729,013.49 

556,618.23 
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1913 

1914 

Increase. 

Decrease. 

January 

$149,945.98 
126,957.25 
139,518.74 

$158,251.36 
156,910.64 
118,220.40 

$8,305.38 
29,953.39 

February 

March.... 

$21,298.34 

First  quarter. . . 

416,421.97 

433,382.40 

16,960.43 

AprU 

154, 767. 38 
150,718.94 
150,006.12 

—  ■ 

M^y 

June 

Second  quarter 

455,492.44 

July 

181,629.84 
140,051.16 
153,623.17 

August 

September 

Third  quarter 

475,304.17 

October 

125,901.40 
125,492.42 
130,401.09 

November 

December 

Fourth  quarter... 

381,794.91 

Total 

1,729,013.49 

I  said  to  the  bankers  in  my  negotiations,  "  The  only  thing  I  will 
put  on  paper  to  you,  gentlemen,  is  that  it  is  safe  to  count  on  $75,000 
a  month.  My  prediction  is  that  if  there  are  no  revolutions  in  Nica- 
ragua you  will  probably  have  a  yearly  revenue  close  on  to  $2,000,000 
within  two  years." 

My  prediction  has  been  borne  out. 

Senator  Smith  of  Michigan.  I  do  not  want  to  be  at  all  personal 
or  offensive.    I  guess  you  know  that. 

Mr.  Wands.  I  know  that. 

Senator  Smith  of  Michigan.  But  I  do  want  to  get  at  the  truth,  if  it 
is  possible,  and  I  think  it  is.  I  want  to  read  this  to  you  and  ask  you 
if  it  is  correct.    It  reads : 

The  loan  provided  for  by  the  Dawson  convention,  and  subsequently  a  reality 
by  virtue  of  the  Castrillo-Knox  loan  treaty,  ratified  by  the  Nicaraguan  Assem- 
bly, although  failing  of  ratification  by  the  United  States  Senate,  instead  of 
being  guaranteed  as  originally  stipulated  and  intended  by  a  certain  percentage 
of  the  customs  receipts  of  the  Republic,  has  been  so  twisted  and  manipulated 
in  the  interest  of  the  bankers  making  the  loan  as  to  permit  their  representa- 
tives who  are  the  collectors  of  customs  in  the  several  customhouses  to  retain 
all  the  receipts,  thus  leaving  nothing  for  the  support  of  the  Government,  whose 
emploj^ees  have  not  been  paid  their  salaries  for  10  months.  Even  the  railroads 
and  steamboat  lines — Government  property — have  been  turned  over  to  the 
bankers,  as  well  as  the  tobacco  and  alcoholic  revenues,  and  Nicaragua  has  been 
left  practically  nothing  but  the  soil,  a  large  and  unprovided  for  interior  debt, 
and  a  patient  and  gentle  people,  who,  following  the  days  of  revolution,  have 
protested  against  this  kind  of  diplomacy. 

How  nearly  correct  is  that? 

Mr.  Wands.  Senator,  I  do  not  think  that  is  correct.  Of  course,  I 
know  nothing  of  what  has  happened  in  the  last  year  and  three 
months,  since  the  loan  of  October,  I  think  it  was— 1913.  The  bank- 
ers did  not  have  the  alcoholic  receipts,  to  begin  with.  They  did  have 
the  customs  revenues,  and  then  they  made  advances  of  different 
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kinds  out  of  the  customs  revenues  of  Nicaragua.  They  had  a  second 
lien.  The  Ethelburga  bondholders  had  the  first  lien.  I  do  not  be- 
lieve they  have  anything  to  do  with  the  alcoholic  revenues.  I  believe 
for  a  while  they  collected  those  taxes  for  the  Government. 

Senator  Smith  of  Michigan.  You  were  employed — requested  by 
the  State  Department — or,  rather,  the  State  Department  has  been  re- 
quested by  the  Nicaraguan  Government  to  send  to  Nicaragua  a 
financial  expert,  whose  duty  it  would  be  to  examine  carefully  into 
the  Government  finanical  conditions,  income  and  indebtedness,  and 
its  safe  margin  of  borrowing  capacity  ? 

Mr.  Wands.  Yes,  sir. 

Senator  Smith  of  Michigan.  You  were  that  expert? 

Mr.  Wands.  Yes,  sir. 

Senator  Smith  of  Michigan.  What  has  been  your  experience  as  a 
banker  ? 

Mr.  Wands.  I  am  not  a  banker,  but  I  have  been  in  financial  things 
of  many  kinds  for  a  good  many  years  in  New  York. 

The  Chaikman.  Who  paid  your  expenses  and  salary? 

Mr.  Wands.  My  salary  and  expenses  were  paid  for — I  do  not  re-  i4 
member  exactly,  Mr.  Chairman,  but  a  little  over  a  year — ^by  the  State  * 
Department.    After  that,  until  I  finished,  by  Nicaragua.  „^% 

Senator  Smith  of  Michigan.  Did  you  account  to  the  State  Depart- 
ment for  your  time  during  that  period  ?   . 

Mr.  Wands.  Yes,  sir.  I  did  absolutely  no  other  work  while  I  was 
working  on  the  Nicaragua  matter.  I  refused  to  do  any  outside  work 
of  any  sort. 

Senator  Smith  of  Michigan.  You  say  that  for  the  first  year  you 
were  paid  by  the  State  Department? 

Mr.  Wands.  I  think  it  was  over  a  year ;  a  year  and  a  few  months. 
I  do  not  remember  the  exact  time. 

Senator  Smith  of  Michigan.  How  much  did  you  receive  ? 

Mr.  Wands.  $8,000  a  year. 

Senator  Smith  of  Michigan.  And  your  expenses? 

Mr.  Wands.  And  my  expenses  when  I  was  away  from  my  head- 
quarters, and  expenses  for  cables,  and  expenses  for  telegrams,  and 
expenses  for  typewriting.  I  had  no  secretary.  When  I  had  type- 
writing to  do,  I  simply  got  some  one  to  do  it,  and  make  an  arrange- 
ment for  the  job.  That  was  done  sometimes  in  Washington,  some- 
times in  New  York,  and  sometimes  in  Nicaragua. 

Senator  Smith  of  Michigan.  You  got  $8,000  and  expenses  ? 

Mr.  Wands.  Yes,  sir;  my  traveling  expenses,  postage,  cables,  and 
things  of  that  sort. 

Senator  Smith  of  Michigan.  You  were  sent  to  Nicaragua  in  Feb- 
ruary, 1911? 

Mr.  Wands.  I  reached  there,  I  think,  February  14. 

Senator  Smith  of  Michigan.  Did  Mr.  Northcott,  the  American 
minister,  accompany  you? 

Mr.  Wands.  Yes,  sir ;  we  went  down  together — Mr.  Northcott,  Mr. 
Gunther,  who  was  secretary  of  the  legation,  and  Mr.  Northcott's 
clerk,  whose  name  I  have  forgotten. 

Senator  Smith  of  Michigan.  What  was  Mr.  Gunther 's  full  name  ? 

Mr.  Wands.  Franklin  M.  Gunther. 
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Senator  Smith  of  Michigan.  Was  he  connected  Avith  the  Govern- 
ment at  that  time 

Mr.  Wands.  He  was  secretary  of  the  legation. 

Senator  Smith  of  Michigan.  At  Managua? 

Mr.  Wands.  Yes,  sir ;  they  were  both  new  appointees  to  that  post. . 

Senator  Smith  of  Michigan.  Were  you  with  Minister  Northcott 
when  he  presented  his  credentials? 

Mr.  Wands.  Yes,  sir. 

Senator  Smith  of  Michigan.  Did  you  hear  his  remarks  at  that 
time? 

Mr.  Wands.  Yes,  sir. 

Senator  Smith  of  Michigan.  They  were  rather  complimentary  to 
you? 

Mr.  Wands.  Yes,  sir;  I  think  they  were. 

Senator  Smith  of  Michigan.  Do  you  recall  whether  he  said  that — 

in  presenting  his  credentials  to  the  Estra'da  Government  he  presented  Mr. 
Wands,  who  by  the  designation  and  at  the  request  of  your  excellency's  Govern- 
ment is  one  of  the  most  eminent  authorities  on  finance  in  my  country. 

Do  you  remember  his  saying  that? 

Mr.  Wands.  I  have  no  doubt  he  said  it,  if  you  say  so,  but.  Senator, 
I  did  not  see  that  before  it  was  made.     I  think  I  am  fairly  modest. 

Senator  Smith  of  Michigan.  I  do  not  want  to  cast  any  reflection 
at  all,  but  I  just  want  to  follow  that  with  another  question,  as  to 
how  long  you  were  there  in  studying  the  financial  fiscal  situation  of 
that  country  at  that  time. 

Mr.  Wands.  About  three  or  four  weeks. 

Senator  Smitii  of  Michigan.  You  were  there  more  than  seven 
days? 

Mr.  Wands.  Yes,  sir. 

Senator  Smith  of  Michigan.  And  did  you  return  there  again? 

Mr.  Wands.  Yes,  sir ;  I  went  back  the  same  year,  in  September. 

Senator  Smith  of  Michigan.  How  long  did  you  stay? 

Mr.  Wands.  Two  or  three  weeks.  I  went  then  with  the  loan  con- 
tract, and  I  came  back  after  the  loan  contract  had  been  approved. 

Senator  Smith  of  Michigan.  Is  that  all  the  time  you  spent  there? 

Mr.  Wands.  That  is  all  the  time.  The  next  trip  I  had  was  to 
Paris  on  this  settlement  with  the  bondholders  there. 

Senator  Smith  of  Michigan.  If  you  were  sent  down  there  for  the 
purpose  of  studying  the  financial  condition  of  Nicaragua,  you  did  it 
in  two  visits  of  three  weeks  each  ? 

Mr.  Wands.  That  is  right,  sir.  Senator,  before  I  went  down,  al- 
most immediately  after  I  was  designated,  I  drew  up  a  list  of  ques- 
tions on  which  I  wanted  information.  I  turned  tnat  over  to  Dr. 
<]astrillo,  and  Dr.  Castrillo  cabled  it  to  Nicaragua,  asking  them  to 
have  their  proper  people  prepare  that  information  for  me.  Most 
of  that  information  was  ready  when  I  reached  Nicaragua,  figures 
and  things  of  that  sort. 

Senator  Smith  of  Michigan.  Your  visit  was  in  February,  1911. 
Have  yon  anything  to  show  exactly  when  you  reached  there? 

Mr.  Wands.  No;  I  do  not  think  I  have.  I  did  not  think  anything 
about  that. 

Senator  Smith  of  Michigan.  And  your  second  visit 

Mr.  Wands.  Was  in  September. 

Senator  Smith  of  Michigan.  It  was  in  October,  was  it  not? 
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Mr.  Wands.  No,  sir;  it  was  in  September,  as  I  recall  it.  I  think 
I  left  here  in  the  first  week  in  September  on  my  second  trip. 

Senator  Smith  of  Michigan.  And  reached  there  probably 

Mr.  Wands.  In  a  couple  of  weeks. 

Senator  Smith  of  Michigan.  About  October,  perhaps? 

Mr.  Wands.  Senator,  I  would  like  to  say  another  thing:  I  would 
have  stayed  longer  in  Nicaragua  on  my  first  trip,  but  Mr.  Northcott 
was  very,  very  anxious,  and  so  was  the  Nicaraguan  Government,  that 
I  should  get  back  to  the  United  States  to  see  what  could  be  done 
about  getting  some  money  for  them,  and  I  left  rather  earlier  than  I 
would  have  left  otherwise.  In  addition,  they  had  prepared  this  in- 
formation, or  most  of  it,  that  I  had  asked  for  by  cable — that  Dr. 
Castrillo  had  asked  for  by  cable — and  it  did  not  seem  that  there 
was  any  further  information. 

Senator  Smith  of  Michigan.  Have  you  copies  of  those  cables? 

Mr.  Wands.  I  may  hiive  somewhere,  but  I  do  not  recall.  I  turned  it 
over  to  Dr.  Castrillo  and  he  cabled.  It  w^as  simply  asking,  you  know, 
revenues  by  years,  and  customs  receipts,  and  things  of  that  sort.  I 
have  forgotten  now  myself  what  it  was. 

Senator  Smith  of  Michigan.  Let  me  ask  you  how  much  you  re- 
ceived. You  say  the  first  year  you  were  paid  by  the  State  Depart- 
ment your  salary  and  expenses  ? 

Mr.  Wands.  The  first  year  and  some  few  months. 

Senator  Smith  of  Michigan.  Then  by  whom  were  you  paid? 

Mr.  Wands.^  Then  by  Nicaragua. 

Senator  Smith  of  Michigan.  How  much  did  you  receive  when 
paid  by  Nicaragua  ? 

Mr.  Wands.  This  is  from  memory.  Senator.  I  think  I  was  paid 
by  the  United  States  from  the  time  of  my  designation  until  about 
June  of  the  following  year,  say,  about  June,  1912.  Then  I  was  paid 
bv  Nicaragua  for  about  8  or  9  or  10  months. 

Senator  Smith  of  Michigan.  How  much  did  you  receive  ? 

Mr.  Wands.  At  the  same  rate,  sir;  $8,000  per  year  and  such  ex- 
penses as  I  had. 

Senator  Smith  of  Michigan.  Who  paid  you,  the  bankers  or 

Mr.  Wands.  The  bankers  paid  on  authority  from  Nicaragua. 

Senator  Smith  of  Michigan.  Does  that  represent  your  entire  con- 
nection w  ith  the  financial  affairs  of  Nicaragua  ? 

Mr.  Wands.  Absolutely. 

Senator  Smith  of  Michigan.  And  your  entire  connection  with 
the  financial  affairs  of  Brown  Bros,  and  Seligman  ? 

Mr.  Wands.  Yes,  sir;  I  have  no  connection  and  I  never  have  had 
any  connection  with  Brown  Bros,  and  Seligman. 

Senator  Smith  of  Michigan.  When  did  you  go  to  Europe? 

Mr.  Wands.  That  was  in  the  spring  of  1912. 

Senator  Smith  of  Michigan.  And  where  did  you  go? 

Mr.  Wands.  I  went  to  Paris. 

Senator  Smith  of  Michigan.  From  here  ? 

Mr.  Wands.  Yes,  sir ;  from  New  York. 

Senator  Smith  of  Michigan.  From  New  York  to  Paris  ? 

Mr.  Wands.  Yes. 

Senator  Smith  of  Michigan.  'WTiom  did  you  see  in  Paris  besides 
Mr.  Fuerth? 
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Mr.  Wands.  I  did  not  see  Mr.  Fuerth.  I  met  him  in  the  street. 
I  went  over  there  to  see  this  French  committee. 

Senator  Smith  of  Michigan.  You  saw  him  ? 

Mr.  Wands.  I  met  Fuerth  on  the  street  just  accidentally.  That 
was  the  only  time  I  saw  him;  just  to  talk  to  him  in  the  street. 

Senator  Smith  of  Michigan.  Who  else  did  you  see  ? 

Mr.  Wands.  I  made  my  headquarters  at  Seligman  Frers.  One  or 
two  of  the  bankers,  whose  names  I  have  forgotten,  who  had  been 
associated  with  the  Ethelburga  Syndicate  in  regard  to  these  bonds, 
came  into  Seligman  Frers — I  believe,  at  the  suggestion  of  the  Selig- 
mans — to  hear  what  settlement  had  been  proposed.  I  have  forgot- 
ten those  gentlemen's  names,  even. 

Senator  Smith  of  Michigan.  What  settlement  did  you  propose  ? 

Mr.  Wands.  This  reduction  of  the  interest  from  6  to  5.  That  is 
in  the  contract.  I  do  not  know  that  I  have  a  copy  of  it  here.  I 
thought  Mr.  Mallet-Prevost  had  left  a  copy.  That  was  the  same 
settlement.  Senator,  that  was  reached  with  the  foreign  bondholders. 

Senator  Smith  of  Michigan.  Was  there  any  discussion  with  those 
bankers  as  to  the  desirability  of  buying  any  holdings  ? 

Mr.  Wands.  Not  at  all ;  never  at  any  time. 

Senator  Smith  of  Michigan.  Where  did  you  go  from  Paris? 

Mr.  Wands.  I  went  to  London,  stayed  there  three  or  four  days, 
and  then  went  home. 

Senator  Smith  of  Michigan.  Did  you  not  go  to  Amsterdam? 

Mr.  Wands.  No,  sir;  I  was  in  Brussels;  but  I  did  no  business  in 
Brussels.  I  got  a  cable  that  the  thing  was  temporarily  held  up  in 
New  York  while  they  were  discussing  things  with  Cooper,  and  they 
did  not  want  the  French  committee  to  know  I  was  there  until  they 
could  reach  a  conclusion  with  Cooper.  They  said,  "  You  had  better 
get  out  of  Paris  for  a  few  days."  So  I  went  over  to  Brussels  for  a 
week  or  10  days. 

Senator  Smith  of  Michigan.  But  you  did  not  go  to  Amsterdam? 

Mr.  Wands.  No,  sir ;  I  have  never  been  in  Amsterdam  in  my  life. 

Senator  Smith  of  Michigan.  Who  recommended  you  to  the  Nicara- 
guan  Government? 

Mr.  Wands.  I  suppose  the  Secretary  of  State  did — somebody  in 
the  State  Department. 

Senator  Smith  of  Michigan.  Mr.  Knox? 

Mr.  Wands.  Yes,  sir. 

Senator  Smith  of  Michigan.  Had  Mr.  Knox  known  you  before  ? 

Mr.  Wands.  I  had  done  several  pieces  of  work  for  the  State  De- 
partment in  Latin  America. 

Senator  Smith  of  Michigan.  Where? 

Mr.  Wands.  I  was  the  commissioner  to  the  centennial  in  the  Ar- 
gentine the  year  before.  I  had  been  the  commissioner  to  Ecuador 
the  year  before  that,  and  I  had  been  mixed  up  in  Latin  American 
affairs  for  a  great  many  years.  I  have  been  going  to  Latin  America 
on  private  matters  off  and  on  for  a  good  many  years. 

Senator  Smith  of  Michigan.  Have  you  been  to  Honduras? 

Mr.  Wands.  No,  sir;  I  have  just  been  on  the  coast  of  Honduras 
once  in  my  life,  maybe  15  years  ago. 

Senator  Smith  of  Michigan.  Yon  did  not  go  there  at  the  time  this 
so-called  loan  and  treaty  were  pending  there? 
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Mr.  Wands.  The  only  time  I  was  ever  in  Honduras  in  my  life  was 
probably  one  day  when  the  steamer  stopped  at  a  port,  the  name  of 
which  I  have  forgotten.     That  was  15  years  ago. 

Senator  Smith  of  Michigan.  Did  you  not  go  to  Guatemala  ? 

Mr.  Wands.  No,  sir;  I  did  not  go  to  Guatemala.  I  did  not  even 
cross  it  on  my  way  to  Nicaragua.  I  went  by  way  of  Panama  and 
returned  that  way  on  one  trip.  I  went  by  way  of  Mexico  on  the 
first  trip. 

Senator  Smith  of  Michigan.  Had  you  ever  done  any  other  work 
for  Mr.  Knox  ? 

Mr.  Wands.  No,  sir;  just  those  two  times.  In  fact,  I  think  the 
first  one  was  when  Mr.  Root  was  Secretary  of  State. 

Senator  Smith  of  Michigan.  When  you  were  first  sent  out  ? 

Mr.  Wands.  When  I  went  to  Ecuador  I  think  Mr.  Root  was  Secre- 
tary of  State. 

Senator  Smith  of  Michigan.  I  have  not  got  it  very  clear  in  my 
mind  how  much  experience  you  have  had  in  financial  affairs. 

Mr.  Wands.  I  have  been  working  in  the  financial  district  for  a 
good  many  years  in  private  matters. 

Senator  Smith  of  Michigan.  You  mean  in  New  York? 

Mr.  Wa^'ds.  Yes,  sir;  in  New  York. 

Senator  Smith  of  Michigan.  What  kind  of  matters? 

Mr.  Wands.  Well,  different  negotiations  in  connection  with  private 
business  matters. 

Senator  Smith  of  Michigan.  Stocks  and  bonds? 

Mr.  Wands.  Stocks  and  bonds  and  underwriting. 

Senator  Smith  of  Michigan.  So  that  that  constituted  practically 
your  experience? 

Mr.  Wands.  Practically  10  or  15  years.  I  am  a  little  older  than 
I  look. 

Senator  Smith  of  Michigan.  Were  you  associated  with  any  one 
there  ? 

Mr.  Wands.  No,  sir ;  I  always  worked  alone. 

Senator  Smith  of  Michigan.  By  yourself? 

Mr.  Wands.  I  worked  alone. 

Senator  Smith  of  Michigan.  You  did  business  as  Ernest  H, 
Wands? 

Mr.  Wands.  Yes,  sir.  I  make  my  headquarters  with  a  house  in 
New  York,  but  I  have  no  connection  with  them. 

Senator  Smith  of  Michigan.  What  house? 

Mr.  Wands.  Halstead  &  Harrison.  They  are  stock  brokers,  but  I 
have  no  connection  with  them  at  all,  and  never  have  had.  Simply 
they  are  friends,  and  I  make  my  headquarters  there. 

Senator  Smith  of  Michigan.  What  did  you  understand  to  be  your 
duties  when  you  went  to  Nicaragua? 

Mr.  Wands.  I  understood  that  I  was  to  look  into  the  situation, 
to  confer  with  the  President  and  the  other  officers,  and  learn  what 
they  wanted.  To  see  if  I  thought  it  could  be  done,  and  then  come 
back  and  do  it.  In  my  conferences  with  Gen.  Estrada  he  told  me 
what  he  would  like  me  to  do. 

Senator  Smith  of  Michigan.  You  knew  that  the  Nicaraguan  Gov- 
ernment had  requested  the  United  States  Government  to  recommend 
a  financial  expert? 

Mr.  Wands.  Yes,  sir. 
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Senator  Smith  of  Michigan.  And  you  answered. 

Mr.  Wands.  Yes,  sir. 

Senator  Smith  of  Michigan.  Did  you,  in  the  course  of  your  stay 
in  Nicaragua,  find  any  fraudulent  or  fictitious  debts,  or  money  circu- 
lation? ^ 

Mr.  Wands.  There  was  a  great  deal  of  talk  that  there  was  some 
counterfeit  money.  But  I  do  not  know — we  did  not  seem  to  be  able 
to  find  out  just. how  much  there  was. 

Senator  Smith  of  Michigan.  So  you  did  not  post  yourself  about  it? 

Mr.  Wands.  I  examined  some  of  the  bills,  but  nobody  could  tell 
me  anythinc:  about  the  bills. 

Senator  Smith  of  Michigan.  Did  you  examine  the  authority  for 
their  issuance,  legislative  or  executive? 

Mr.  Wands.  I  talked  to  everybody  who  was  there.  That  is,  Mr. 
Diaz  was  then  the  minister  of  finance.  I  talked  to  him,  and  got 
everything  I  could  about  it. 

Senator  Smitpi  of  Michigan.  What  Diaz? 

Mr.  Wands.  He  is  now  President.  He  was  then  minister  of  finance 
and  Vice  President.  He  told  me  everything  he  knew,  but  did  not  seem 
to  get  down  to  anything  that  was  in  detail. 

Senator  Smith  of  Michigan.  Did  he  not  know  about  it? 

Mr.  Wands.  He  knew  about  it  in  a  vague  way,  that  here  were  the 
bills  that  somebody  said  were  fraudulent. 

Senator  Smith  of  Michigan.  How  much  did  they  aggregate? 

Mr.  Wands.  I  have  fogotten  how  much  they  aggregated.  I  do 
not  know  that  anybody  knew. 

Senator  Smith  of  Michigan.  Was  it  talked  in  general  terms  that 
they  aggregated  about  25,000,000  pesos? 

Mr.  Wakds.  I  do  not  know.     I  never  heard  that. 

Senator  Smith  of  Arizona.  When  you  used  the  word  "  counter- 
feit" did  you  mean  coin  issued  or  circulation  issued  without  au- 
thority of  Congress,  or  just  ordinary  counterfeit  money? 

Mr.  Wands.  There  was  a  report  that  some  man  had  issued  it  and 
put  it  in  circulation. 

Senator  Smith  of  Arizona.  Without  any  authority  anywhere  ? 

Mr.  Wa>'ds.  Yes.  And  just  what  it  amounted  to  I  do  not  know. 
I  do  not  think  there  is  any  way  of  finding  out  just  how  much  there 
was. 

Senator  Smith  of  Michigan.  Mr.  Cuadra  the  other  day  in  his  testi- 
mony suggested  that  the  amount  of  the  moneys  that  were  added  to 
the  circulation  of  Nicaragua  at  that  time  were  around  23,000,000 
pesos  ? 

Mr.  Wands.  I  do  not  know  that. 

Senator  Smith  of  Michigan.  Do  you  know  whether  that  is  part  of 
the  money  covered  by  the  fundamental  debt  of  that  Republic? 

Mr.  Wands.  I  do  not  know  that. 

Senator  Smith  of  Michigan.  Did  you  make  any  inquiry? 

Mr.  Wands.  Yes,  sir;  I  made  every  inquiry  I  could,  but  I  did  not 
seem  to  be  able  to  get  any  facts.    Nobody  knew. 

Senator  Smith  of  Michigan.  Did  you  go  to  the  legislative  records 
to  see  whether  anything  had  been  authorized? 

Mr.  Wandr.  I  wont  to  Mr.  Diaz,  and  his  assistant,  who  was  after- 
wards minister  of  finance,  a  gentleman  bv  the  name  of  Sandino,  and 
some  employees  of  the  department  of  6nance.    We  took  it  up  to- 
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gether,  but  they  were  unable  to  find  out.  They  had  all  the  archives 
at  their  hands,  but  they  were  unable  to  give  me  any  more  specific 
information  about  it. 

Senator  Smith  of  Michigan.  So  you  did  not  report  on  that  subject? 

Mr.  Wands.  No,  sir ;  I  did  not  report  on  it  that  I  remember.  The 
paper  money,  Senator,  that  was  in  circulation  at  that  time — that  was. 
known  to  be  in  circulation — that  is,  the  legitimate  money,  in  Decem- 
ber, 1909,  w^hen  Gen.  Zelaya  left  the  Presidency,  was  a  circulation 
of  paper  money — this  was  given  to  me  by  the  Department  of  Finance 
from  the  records  they  have — of  about  $12,171,103.95  pesos;  increased 
by  the  Madriz  administration  13,531.500  pesos. 

Senator  Smith  of  Arizona.  Is  that  the  increase,  or  does  it  bring 
it  up  to  that  amount? 

Mr.  Wands.  That  was  the  increase.  There  was  an  increase,  then^, 
by  the  Estrada  administration  up  to  this  date  of  5,200,000  pesos. 
This  money,  however,  that  Estrada  put  cut,  they  told  me  had  been 
left  in  the  treasury  by  Madriz  when  he  quit  the  treasury,  so  that 
made  a  total  outstanding  then  of  30,902,603.95  pesos. 

Senator  Williams.  How  long  did  Madriz  last  between  those  twa 
administrations  ? 

Mr.  Wa:nds.  I  do  not  know. 

Senator  Smith  of  Michigan.  I  can  tell  you,  Senator,  exactly,  if  you 
would  like  to  know.  Zelaya  had  16  years,  which  ended  in  November, 
1909.  Madriz,  that  is,  Jose  Madmz,  from  November,  1909,  to  August, 
1910;  Dolores  Estrada,  from  August  to  September,  1910;  Juan  J. 
Estrada,  Provisional  President,  from  September  to  December,  1910: 
and  Juan  J.  Estrada,  President  through  election,  from  January  1, 
1911,  to  May  9,  1911,  when  he  was  driven  out.  Adolpho  Diaz  suc- 
ceeded him. 

Senator  Williams.  That  man  that  issued  13,000,000  and  put  them 
in  circulation,  and  had  5,000,000  more  lying  in  the  treasury  ready  was 
only  in  for  nine  months  ? 

Senator  Smith  of  Michigan.  He  did  not  issue  this  money,  accord- 
ing to  the  statement  of  Mr.  Mallet-Prevost  and  of  Mr.  Cuadra.  He 
is  mistaken  in  the  date. 

Mr.  Wakds.  This  was  given  to  me.  Senator,  either  by  Mr.  Diaz 
himself,  or  bv  his  assistant.  Senator,  let  me  tell  you  something  right 
here,  something  that  I  think  you  ought  to  know.  I  was  fearful  after 
that  16,000,000  had  been  placed  out  that  something  might  happen, 
that  they  would  put  out  some  more,  so  in  talking  it  over  in  New  York 
wath  the  bankers,  to  see  what  could  be  done  to  stop  it,  we  decided  the 
only  way  was  to  destroy  the  plates  from  which  that  money  w^as 
printed.  So  we  asked  President  Diaz  to  send  a  letter  to  the  American 
Bank  Note  Co.  to  destroy  all  plates  from  which  paper  money  had 
been  printed,  and  that  letter  was  sent  and  the  plates  were  destroyed. 

Senator  Smith  of  Michigan.  I  think  I  understand  that.  But  there 
is  such  a  wide  discrepancy  between  the  financial  statement  of  Presi- 
dent Estrada,  printed  in  the  Bluefields  paper,  and  addressed  to 
Minister  of  Finance  Cuadra,  and  the  statement  of  Cuadra  himself, 
and  the  statement  of  Mallet-Prevost,  and  your  statement,  that  I  am 
of  the  opinion  that  you  must  have  been  misinformed  as  to  the  date. 

Mr.  Wands.  I  think  Mallet-Prevost  must  have  gotten  his  informa- 
tion originally  from  me.  I  do  not  know.  You  will  find  it  right 
there  [indicating]. 
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Senator  Smith  of  Michigan.  Be  that  as  it  may,  the  treasury  statt*- 
ment  will  disclose  when  it  was. 

Mr.  Wands.  Yes,  sir.  This  was  given  to  me  by  the  treasury  de- 
partment of  Nicaragua,  the  finance  department. 

Senator  Smith  of  Michigan.  Did  you  take  your  orders  from  Brown 
Bros,  and  Seligman? 

Mr.  Wands.  No,  sir;  never. 

Senator  Smith  of  Michigan.  Or  from  the  Government  of  Nica- 
ragua ? 

Mr.  Wands.  From  the  Government  of  Nicaragua. 

Senator  Smith  of  Michigan.  Who  gave  you  the  orders  ? 

Mr.  Wands.  Whoever  was  president — President  Diaz,  because 
President  Estrada  was  there  only  a  short  time  after  I  came  away 
from  Nicaragua. 

Senator  Smith  of  Michigan.  President  Diaz  gave  you  your  orders? 

Mr.  Wands.  He  made  suggestions.  I  do  not  recall  that  President 
Diaz  ever  gave  me  any  orders. 

Senator  Smith  of  Michigan.  Did  he  give  you  any  orders  in 
writing  ? 

Mr.  Wands.  No.     I  do  not  think  I  ever  received  an  order. 

Senator  Smith  of  Michigan.  Have  you  any  letters  or  cablegrams 
from  President  Diaz  regarding  your  duties? 

Mr.  Wands.  I  think  I  may  have  received  two  or  three  cables  from 
him  in  the  course  of  my  connection  with  the  matter. 

Senator  Smith  of  Michigan.  Have  you  any  of  them  with  you  ? 

Mr.  Wands.  No,  sir;  I  have  not.  One  cable  I  remember,  was 
asking  me  to  see  whether  that  concession  over  on  the  east  coast,  which 
was  owned  by  an  American,  who  owed  a  lot  of  money — I  have  for- 
gotten— asking  me  to  find  out  whether  he  was  likely  to  pay  his  con- 
tracts. I  could  not  find  out  that  he  was  likely.  That  was  one  cable. 
I  do  not  think  I  got  over  two  or  three  cables  from  the  President  at 
any  time,  or  all  the  time. 

Senator  Smith  of  Michigan.  You  went  to  Managua  in  order  to 
secure  the  Nicaraguan  iVssembly's  ratification  of  the  Knox-Castillo 
treaty,  did  you  not  ? 

Mr.  Wands.  No,  sir;  that  was  the  minister's  duty.  I  had  nothing 
to  do  with  that,  sir. 

Senator  Smith  of  Michigan.  And  made  no  claim  to  having  any 
such  service,  and  took  no  part  ? 

Mr.  Wands.  No.  The  only  thing  that  I  ever — I  did  not  have  any- 
thing to  do  with  it  at  all. 

Senator  Smith  of  Michigan.  Were  you  at  the  Nicaragua  Assembly 
when  that  treaty  was  considered  ? 

Mr.  Wands.  No,  sir;  T  do  not  think  I  was  in  Nicaragua,  even.  I 
think  I  was  in  this  country. 

Senator  Smith  of  Michigan.  You  do  not  know  how  long  the  treaty 
was  before  the  Assembly  l)ef ore  it  was  ratified  ? 

Mr.  Wands.  My  recollection  is  that  it  was  some  time,  but  I  do  not 
remember  definitely.     It  was  not  one  of  my  duties. 

Senator  Smith  of  Michigan.  If  you  do  not  know,  just  say  no,  and 
I  will  not  press  it  at  all.  I  only  want  to  have  the  facts.  I  would 
rather  have  you  say  no,  if  that  is  the  case,  than  to  have  you  guess  at  it. 

Mr.  Wands.  Yes. 

Senator  Smith  of  Michigan.  Do  you  know  whether  the  treaty  was 
read  before  the  Assembly  at  all  ? 
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Mr.  Wands.  I  do  not  know,  sir. 

Senator  Smith  of  Michigan.  And  you  will  not  admit  that  that 
treaty  was  rushed  through  at  your  dictation  ? 

Mr.  Wands.  No,  sir. 

Senator  Smith  of  Michigan.  Without  being  read,  and  that  you\ 
told  the  Government  of  Nicaragua  at  that  time  that  if  the  treaty  was    '; 
not  ratified,  in  so  many  words — it  is  stated  24  hours — that  you  would 
leave  at  once  for  the  United  States,  and  that  the  bankers  would  drop 
the  loan? 

Mr.  Wands.  I  did  not  at  any  time. 

Senator  Smith  of  Michigan.  And  you  did  not  tell  that  to  an  agent 
of  this  Government  there  at  that  time  ? 

Mr.  Wands.  No,  sir;  not  to  anyone  at  any  time. 

Senator  Smith  of  Michigan.  You  were  really  working  for  the  Nica- 
ragiian  Government? 

Mr.  Wands.  Absolutely. 

Senator  Smith  of  Michigan.  And  yet  you  say  you  only  have  one  or 
two  cables  ? 

Mr.  Wands.  I  have  some  letters  and  I  should  say  two  or  three 
cables.  I  do  not  think  more  than  that.  It  was  just  simply  that  they 
did  not  happen  to  write ;  that  is  all. 

Senator  Smith  of  Michigan.  You  have  not  them  with  you  ? 

Mr.  Wands.  No,  sir ;  I  have  not. 

Senator  Williams.  Meanwhile  was  the  Nicaraguan  Government 
doing  a  great  deal  of  correspondence  with  our  Department  of  State  ? 

Mr.  Wands.  That  I  do  not  know.  Senator. 

Senator  Smith  of  Michigan.  Where  did  the  Ethelburga  bonds  rest 
when  3^ou  went  to  Europe  ? 

Mr.  Wands.  With  private  investors. 

Senator  Smith  of  Michigan.  They  were  resting  in  large  blocks, 
were  they  not? 

Mr.  Wands.  There  might  have  been  two  or  three  large  blocks. 
Most  of  them,  I  think,  were  held  by  private  investors. 

Senator  Smith  of  Michigan.  But  you  made  no  attempt  to  ascertain 
that  fact? 

Mr.  Wands.  Not  that  I  remember  now.  If  I  learned,  I  have  for- 
gotten. 

Senator  Smith  of  Michigan.  Do  you  suppose  you  could  find  the 
correspondence  with  the  Government  officials  that  you  had? 

Mr.  AVands.  Yes;  I  think  so. 

Senator  Smith  of  Michigan.  I  wish  you  would  make  a  note  of  it 
and  try  to  find  the  cablegrams  and  letters  to  President  Diaz  and  his 
replies. 

Mr.  Wands.  Yes,  sir;  I  shall  be  glad  to. 

Senator  Smith  of  Michigan.  Will  you  advise  the  committee  what 
you  are  able  to  find? 

Mr.  Wands.  Yes,  sir ;  I  will  send  them  over  to  you. 

Senator  Smith  of  Michigan.  Do  you  know  Mr.  Seeger,  of  London  ? 

Mr.  Wands.  No,  sir. 

Senator  Smith  of  Michigan.  Did  you  ever  meet  him  ? 

Mr.  Wands.  No,  sir. 

(Thereupon,  at  4.15  o'clock  p.  m.,  the  committee  adjourned  until 
to-morrow,  Tuesday,  June  30,  1914,  at  11  o'clock  a.  m.) 
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New  York,  November  7,  1911. 
His  Excellency  Sefior  Don  Adolfo  Diaz, 

President  of  'Sieuragua,  Managua,  Niearagioa. 
My  Dear  Mr.  President  :  The  inclosed  bill  is  from  Messrs.  Dexter,  Osborn  & 
Fleming,  the  lawyers  who  examined  and  passed  npon  the  loan  contracts.  The 
charges  are  very  moderiate.  I  have  approved  the  bill  and  I  have  also  had  it 
approved  by  Dr.  Castrillo.  I  shall  appreciate  it  if  you  will  be  good  enough  to 
have  a  draft  sent  to  Messrs.  Dexter,  Osborn  &  Fleming  in  pnyment  of  the 
account. 

With  assurances  of  my  high  personal  esteem,  I  am 
Your  sincere  friend, 


(Inclosure  as  above.) 


Ernest  H.  Wands. 


Managua,  Deeemher  20,  1911. 
Mr.  Ernest  H.  Wands,  Neic  York. 

Dear  Sir  :  I  acknowledge  receipt  of  your  esteemed  letter  of  the  7th  of  last 
month,  accompanying  a  bill  for  $400  gold  in  favor  of  Messrs.  Dexter,  Osborn  & 
Fleming,  the  lawyers  who  examined  and  passed  upon  the  loan  contrjicts. 

I  have  sent  this  bill  to  the  minister  of  finance  with  my  instructions  to  pay 
it  as  soon  as  he  may  deem  it  possible. 

I  seize  this  opiX)rtunity  to  renew  to  you  the  assurances  of  my  high  personal 
esteem. 

Sincerely,  yours, 

Adolfo  Diaz. 


Managua,  23  de  Didemhre  de  1911. 
Senor  Don  Ernest  Wands,  New  York. 

]MuY  Senor  Mfo :  Envlo  a  U.  un  giro  con  valor  de  cuatrocientos  pesos  oro 
americano  ($400)  contra  la  casa  Zimmerman  and  Forshay,  de  esa  ciudad,  y  ^ 
favor  de  los  senores  Dexter,  Osborn  &  Fleming,  para  que  U.  tenga  la  bondad 
de  entregarselos  en  pago  de  los  honorarios  que  devengaron  en  el  estudio  y 
formacion  de  los  contratos  de  empr^stito. 

Con  muestras  de  alta  consideraciOn,  tengo  el  honor  de  suscribirme  de  U. 
muy  atento  S.  S. 

Adolfo  Diaz. 


January  20,  1912. 
His  Excellency  Sefior  Don  Adolfo  Diaz, 

President  of  Niearagua,  Managua,  Nicaragua. 
TouE  Excellency  :  I  have  the  honor  to  acknowledge  the  receipt  of  Your  Ex- 
cellency's letter  of  December  23,  1911,  inclosing  a  draft  for  $400  in  favor  of 
Messrs.  Dexter,  Osborn  &  Fleming,  the  lawyers  w^ho  passed  on  the  loan  con- 
tracts. I  have  delivered  the  draft  to  Messrs.  Dexter,  Osborn  &  Fleming  and  I  am 
inclosing  herewith  their  receipt  for  $400. 

With  assurances  of  my  highest  personal  esteem,  I  am, 
Your  Excellency's  most  obedient  servant, 

(Signed)  Ernest  H.  Wands. 


Novemher  9,  1911. 
His  Excellency  Sefior  Don  Adolfo  Diaz, 

PrvKident  of  Nicaragua,  Managua,  Nicaragua. 
My  Dear  Mr.  Presidknt:  Your  Excellency  will  remember  that  I  was  espe- 
cially gratified  when  I  learned,  on  my  recent  visit  to  Managua,  of  the  great  in- 
crease In  the  customs  receipts  in  the  hist  few  months.  Hecause  of  this  im- 
provement I  was  inclined  to  believe  that  I  could  airrange  with  the  bankers  to 
turn  over  to  Your  Excellency's  Government  a   part  of  the  customs  receli)t8 


CONVENTION  BETWEEN  UNITED  STATES  AND  NICARAGUA.       307 

each  month.     I  did  not  talk  to  you  about  it,  because  I  wisheKl  first  to  submit 
the  suggestion  to  Messrs.  Brown  Bros.  &  Co,  and  J.  &  W.  Seligmau  &  Co. 

I  have  talked  the  matter  over  with  the  bankers  and  I  am  now  convinced  that 
if  a  formal  application  on  the  following  lines  should  be  received  from  the  Re- 
public of  Nicaragua  the  bankers  would  be  willing  to  grant  it: 

That  is  to  say.  that  if  Nicaragua  should  r.sk  the  bankers  to  grant  it  a  certain 
sum  receive!  from  the  customs  collections  each  month,  over  an  amount  of 
$100  000.  the  bankers  would  be  willing  to  return  to  Nicaragua  the  excess  over 
$100000  up  to  a  limit  of  $50  000  in  December,  $40,000  in  January,  $40,000  in 
February,  $30,000  in  March.  $30,000  in  April,  $20,000  in  May,  $20,000  in  June, 
and  $10,000  in  July 

This,  of  course,  would  be  without  prejudice  in  any  w^ay  to  the  contract,  and 
would  be  subject  to  cancellation  at  the  pleasure  of  the  bankers. 

Your  Excellency  will,  of  course,  understand  that  the  arrangement  would  not 
be  canceled  unless  something  entirely  unexpected  should  develop. 

I  a.m  also  pleased  to  be  able  to  inform  you  that  the  prospects  for  the  ratifica- 
tion of  the  treaty  are  very  good. 

With  assurances  of  my  highest  personal  esteem,  I  am, 
Yours,  very  faithfully, 

Ernest  H.  Wands. 


Managua,  December  20,  1911. 
Mr.  Ernest  H.  Wands,  New  York. 

Dear  Sir  :  lam  in  receipt  of  your  favored  letter  of  the  9th  of  November  last, 
wherein  you  mention  that  on  account  of  your  gratification  of  the  custom  receipts 
of  the  few  months  preceding  your  last  visit  to  Nicaragua  you  thought  it  would 
be  likely  to  arrange  with  the  bankersLthe  turning  over  to  the  Nicaraguan  Gov- 
ernment, monthly,  a  part  of  the  said  custom  receipts. 

It  was  further  suggested  by  yourself  that  if  the  Nicaraguan  Government  made 
a  formal  application  the  bankers  would  be  willing  to  grant  our  request  in  the 
form  you  are  kind  enough  as  to  point  out — an  arrangement  which  would  be 
subject  to  cancellation  at  the  bankers'  pleasure,  whenever  any  unexpected  cases 
should  arise. 

Due  consideration  is  being  given  to  the  indications  just  quoted  from  your 
letter  should  the  application  be  made  in  the  shape  and  form  kindly  suggested 
by  you. 

Hoping  that  the  prospects  for  the  ratification  of  the  treaty  have  improved  by 
this  time. 

I  am,  with  assurances  of  my  high  personal  esteem, 
Sincerely,  yours, 

Adolfg  Diaz. 


Note. — The  application  for  the  payments  suggested  in  these  letters  was  not 
made  because  of  the  advances  of  $255,000  made  by  the  bankers. 

E.  H.  Wand. 


December  19,  1911. 
His  Excellency  Senor  Don  Adolfg  Diaz, 

President  of  Nicaragua,  Managua,  Nicaragua. 
Your  Excellency:  Five  different  commercial  organizaMons  have  adopted 
resolutions  urging  the  Senate  of  the  United  States  to  approve  the  ratification 
of  the  treaty  between  Nicaragua  and  the  United  States.  The  last  organization 
to  take  this  action  was  the  Chamber  of  Commerce  of  the  State  of  New  York, 
which  includes  among  its  members  the  most  prominent  citizens  of  that  city.  I 
am  inclosing  a  copy  of  the  resolution  adopted  by  that  body. 

With  assurances  of  my  hi?:hest  personal  esteem,  I  am,  Mr.  President, 
Yours,  very  faithfully, 

Eenest  H.  Wands. 
(Inclosure.) 
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[Cable  message.] 
(Received  at  Central  Cable  Office,  16  Broad  St.,  New  York,  Jan.  6,  1912.    D  434.) 

(313  MC.  QT.  Plain,  Managua,  Nic.    49.) 
Wandsnest,  Neic  York: 

My  Government  desires  discount  Deitrick  bills  in  New  York.  Urge  strong 
necessity  of  this  upon  concessionaires.  Refer  Brown's  for  details.  In  view  of 
past  and  possible  future  relations  my  Government  feels  disposed  to  expect 
prompt  action  on  these  bills  which  have  been  sent  to  Amsinck  for  acceptance. 

Diaz. 

(51  op.) 


January  8,  1912. 
His  Excellency  Senor  Don  Adolfo  Diaz, 

President  of  Nicaragua,  Managua,  Nicaragua. 
My  Dear  Mr.  President  :  The  inclosed  clipping  from  the  New  York  Times  of 
January  5,  1912.  will  probably  be  of  interest  to  Your  Excellency,  because  it 
tells  of  the  organizntion  of  the  National  Bank  of  Nicaragua. 

With  assurances  of  my  highest  personal  esteem,  I  am,  Mr.  President, 
Yours,  very  fatihfuUy, 

Ernest  H.  Wands. 
(Inclosure.) 


January  13,  1912. 
Excmo.  Senor  Don  Adolfo  Diaz, 

President  of  Nicaragua,  Managua,  Nicaragua. 
My  Dear  Mr.  President:  I  have  the  honor  to  inclose  herewith  a  copy  of  a 
^fe  resolution  adopted  by  the  Produce  Exchange  of  New  York  City,  urging  the 
ratification  of  the  treaties. 

With  assurances  of  my  highest  personal  regards,  I  am, 
Yours,  very  faithfully, 

Ernest  H.  Wands. 


February  1,  1912. 
Excmo.  Seiior  Don  Adolfo  Diaz, 

President  of  Nicaragua,  Managua,  Nicaragua. 
Your  Excellency:  I  have  the  honor  to  inclose  herewith  a  copy  of  a  resolu- 
tion adopted  by  the  National  Board  of  Trade,  urging  the  ratification  of  the 
treaties. 

With  assurances  of  my  highest  personal  regard,  I  am. 
Yours,  very  faithfully, 

(Signed)  Ernest  H.  Wands. 


Whereas  the  Government  of  the  United  States  has  just  signed,  at  Washington, 
with  the  Governments  of  Nicaragua  and  Honduras,  respectively,  conventions 
for  the  placing  of  loans  in  the  United  States  secured  by  the  customs  revenues, 
which  are  to  be  administered  by  a  collector  general  approved  by  the  Presi- 
dent of  the  United  States ;  and 
Whereas  these  two  sister  Republics  will  thereby  be  enabled  to  refund  their 
public  debts,  discharge  their  obligations,  construct  railroads  and  other 
needed  Improvements,  assist  in  establishing  their  finances  on  a  sound  basis, 
and  prepare  the  way  for  more  extended  and  intimate  commercial  relations: 
Therefore  be  it 

Resolved,  That  the  National  Board  of  Trade  entirely  approves  of  the  con- 
ventions recently  signed  between  the  Governments  of  Nicaragua,  Honduras, 
and  the  United  States,  and  earnestly  recommends  that  the  Senate  of  the 
United  States  ratify  the  same. 
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March  25,  1912. 
His  Excellency  Senor  Don  Adolfo  Diaz, 

President  of  Nicaragua, 

Managua,  Nicaragua. 
YouB  Excellency:  I  have  the  honor  to  inclose  for  your  information  a  copy 
of  a  letter  received  by  me  from  Mr.  Howard  Elting,  vice  president  of  The 
Chicago  Association  of  Commerce,  together  with  a  copy  of  a  resolution  in  favor 
of  the  Nicaraguan  treaty  adopted  by  The  Chicago  Association  of  Commerce  on 
March  21.  This  association  is  one  of  the  very  most  important  commercial  bodies 
in  the  United  States. 

With  assurance  of  my  highest  personal  esteem,  I  am. 
Your  Excellency's  most  obedient  servant, 

Ernest  H.  Wands. 
(Inclosures  as  above.) 

[Translation.] 

The  Chicago  Association  of  Commerce, 
'■'  20  West  Jackson  Boulevard, 

Chicago,  Marzo  23,  1912. 
Mr.  E.  H.  Wands, 

11  Broadway,  Nmv  York,  N.  Y. 
MuY  SfiNOR  Mio:  La  carta  de  Ud.  del  4  de  Marzo  no  habia  sido  contestada 
antes  por  haber  tenido  que  tratar  esta  cuestion  con  el  Comite  de  Comercio 
Extranjero  de  nuestra  Asociacion,  el  que,  desde  el  recibo  de  la  carta  de  Ud.,  ha 
estudiado  prolijamente  el  asunto  y  adoptado  una  resoluci6n  de  la  cual  acompano 
una  copia  ^  la  presente. 

Ello  significa  que  la  Asociacion  hara,  por  conducto  de  sus  representantes  en 
Washington,  cuanto  le  sea  posible  para  satisfacer  los  deseos  de  Ud.,  y  yo  le 
doy  las  gracias  por  habeme  llamado  la  atencion  sobre  el  particular. 

Esperando  que  lo  anterior  pueda  ser  de  alguna  utilidad  para  Ud.,  creame  su 
muy  atento  y  S.  S., 

Howard  Elting,  Vice  presidente. 


Resolucion  Adoptada  por  el  Comite  de  Comercio  Extranjero  de  la  Asocia- 
cion DE  Comercio  de  Chicago,  Marzo  21,  1912. 

[Traduccion.] 

La  Asociacion  de  Comercio  de  Chicago, 

20  West  Jackson  Boulevard, 

Chicago. 
Por  cuanto  se  han  firmado  convenciones  en  Washington  entre  el  Gobierno  de 
los  Estados  Unidos  y  los  Gobiernos  de  Nicaragua  y  Honduras  para  la 
colocacl6n  de  emprestitos  en  los  Estados  Unidos,  los  cuales  deben  ser  garan- 
tizados  con  las  rentas  de  aduanas  de  los  dos  Gobiernos  contratantes,  las 
cuales  aduanas  deben  ser  administradas  por  un  administrador  general  con 
aprobaci6n  del  Gobierno  de  los  Estados  Unidos,  y 
Por  cuanto  por  tal  arreglo  dichos  Gobiernos  quedaran  en  capacidad  de  liquidar 
sus  deudas  publicas  y  otras  obligaciones,  asi  como  de  atender  al  desarrollo 
de  los  transportes  y  otras  mejoras  necesarias,  haciendo  de  tal  modo  posible 
el  establecimiento  de  sus  finanzas  sobre  bases  solidas  y  estrechar  las  rela- 
ciones  comerciales  con  los  Estados  Unido;  por  tanto. 

8e  resuelve.  Que,  nosotros,  el  Comit4  de  Comercio  Extranjero  de  la  Asocia- 
ci6n  de  Comercio,  por  la  presente  recomendamos  al  comite  ejecutivo  de  la 
Asociaci6n  que  la  Asociacion  de  Comercio  de  Chicago  apoye  el  plan  general 
de  dichas  convenciones  y  recomiende  su  pronta  adopciCn  por  el  Senado  de  los 
Estados  Unidos. 
Aprobado  por  el  comity  ejecutivo,  Marzo  22,  1912. 

Howard  Elting,  V.  P. 


March  27,  1912. 

His  Excellency  Senor  Don  Adolfo  Diaz, 

President   of   Nicaragua,   Managua,   Nicaragua. 
Your  Excellency  :  I  have  the  honor  to  inclose  herewith  the  executed  con- 
tract for  the  currency  plan  and  the  supplemental  loan.    This  contract  was  signed 
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yesterday  afternoon  by  Dr.  Castrillo  for  Nicaragua,  by  Mr.  James  Brown  for 
Brown  Bros.  &  Co.,  and  by  Mr.  Frederick  Strauss  for  J.  &  W.  Seligman  &  Co. 
I  expect  to  sail  for  Europe  this  week  to  attend  to  some  matters  in  connection 
with  the  Ethelburga  loan.     I  have  requested  Gen.  Diaz  to  advise  you  by  cable 
of  my  plans  and  to  assure  you  that  I  shall  be  glad  to  look  after  any  other  mat- 
ters in  Europe  for  Your  Excellency,  if  there  are  any  requiring  attention. 
With  assurance  of  my  highest  personal  esteem,  I  am, 
Your  Excellency's  most  obedient  servant, 

Ernest  H.  W^ands. 

(Inclosure  as  above.) 

ManaoUA,  ]f)  abriJ  de  J 9 12. 
Sefior  Ernest  H.  Wands,  New  York. 

MuY  Senor  Mio:  He  tenido  el  honor  de  recibir  sus  apreciables  cartas  de  19 
y  25  de  marzo  ultimo,  lo  niismo  que  la  copia  del  contrnto  escritiuMdo  sdbre  con- 
version monetaria  y  credito  suplementario,  todo  lo  sual  le  ngradezco  altamente. 
Deseo  que  tenga  yed.  muy  feliz  viaje  y  que  aleance  4xito  completo  en  sus 
asuntos,  tan  acertadamente  encomendados  a  U. 
Espero  aqui  sus  gratas  ordenes  y  me  suscribo  de  U.  muy  atto.  s.  s.  y  amigo. 

Adolfo  Diaz. 


October  30,  1912. 
His  Excellency  Senor  Don  Adolfo  Diaz, 

President  of  Nicaragua,  Managua,  Nicaragua. 
My  Dear  Mr.   President:  I   am  inclosing  herewith  a   certificate  from   the 
American  Bank  Note  Co.,  dated  October  23,  1912,  certifying  to  the  destruction 
of  plates  for  bank  notes  of  the  Republic  of  Nicaragua.     This  certificate  and 
two  others  were  delivered  to  me  to-d;iy.     I  am  deliAeriiig  one  of  the  others  nx 
Messrs.  Brown  Bros.  &  Co.  for  their  files  and  the  other  one  I  am  retaining  for 
my  own  files. 
With  the  assurance  of  my  higest  personal  esteem,  I  am 
Your  Excellency's  most  obedient  servant, 

Ernest  H.  Wands. 
(Inclosure  as  above.) 

New  York,  July  3,  1912. 
His  Excellency  Senor  Don  Adolfo  Diaz, 

President  of  Nicaragua,  Managua,  Nicaragua. 

]My  Dear  Mr.  President:  The  progress  toward  reestablishing  the  solvency 
and  credit  of  Nicaragua  since  the  American  bankers  undertook,  about  a  year 
ago.  to  aid  Nicaragua  in  its  efforts  in  this  direction  has  been  very  great, 
although  perh.ips  not  ai>parent  to  those  who  are  having  to  bear  the  conse- 
quences of  the  ill-advised  action  of  previous  administrations  in  bringing  about 
the  state  of  affairs  that  existed  a  year  ago  and  thnt  to  some  extent  still  exists. 
Those  now  in  responsibility,  and  on  whom  still  falls  the  duty  of  solving  the 
present  difficulties  and  to  bear  the  evil  consequences  of  past  mismanagement, 
will  therefore  probably  be  interested  in  the  following : 

A  year  ago  the  foreign  debt  was  in  default,  in  si)ite  of  the  fact  that  a  large 
sum  of  money  was  on  deiK)sit  with  London  bankers  legitimately  belonging  to 
Nicaragua,  but  withheld  from  it  on  the  ground  that  the  fund  was  dedicated 
to  the  building  of  a  railroad,  the  concession  for  which,  according  to  Nicaragua, 
was  invalid.  Protracted  negotiations  on  the  part  of  Nicaragua,  represented  by 
the  banker.s,  resulted,  first,  in  a  settlement  with  the  Ethelburga  Syndicate,  which, 
however,  the  bondholders  decline<l  to  carry  out,  and  subsequently  in  a  settlement 
with  the  Council  of  Foreign  Bondholders,  which  settlement  has  been  ratified 
unanimously  by  all  the  bondholders  i>resent  at  meetings  held  In  both  Paris 
and  Txjndon.  It  now  remains  simply  to  get  the  deposit  of  a  sufliclent  amount 
of  bonds  to  (>l)taln  from  the  T>ondon  bankers  the  release  of  the  moneys  there 
deposited.  Those  moneys  amount  to  about  £370.000  sterling,  of  which  about 
£140.000  are  reserved  for  the  i>ayment  of  coui)ons  up  to  and  including  .Tanuarj' 
1,  1913,  on  the  foreign  bonds,  the  arrears  of  sinking  fund,  and  the  i)aynient  of 
the  expenses  of  the  Council  of  Foreign  Bondh(>ld«M-s.  Tlie  r(»st  of  the  money, 
amounting  to  about  $1,100,000  American  gold,  will  be  applied  by  the  bankers, 
when  received.  In  accordance  with  the  agretMuent  between  them  and  the  Qov- 
emment  of  Nicaragua,  with  the  details  of  which  you  are  familiar. 
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Collector  Ham  bns  remitted  to  the  bankers  sums  aggi'egating  up  to  the  pres- 
ent time  about  $387,000,  which  money,  although  at  present  tied  up,  will  be 
release<l  just  as  soon  as  the  settlement  with  the  Council  of  Federation  Bond- 
holders has  been  carried  through  in  its  entirety.  The  $1,100,000  American 
gold  above  referred  to  will,  together  with  these  customs,  so  far  remitted, 
amount  in  all  to  about  $1,487,000.  In  addition  to  this,  no"  doubt  additional 
remittances  will  be  received  by  the  bankers  between  now  and  the  time  that 
the  above  settlement  has  been  carried  through.  In  fact,  there  must  now  be 
quite  a  sum  in  the  hands  of  the  collector  awaiting  remittance  to  New  York. 
These  sums  will  be  applied  to  the  reduction  of  debt  due  the  bankers  and  for 
expenses  advanced  by  them. 

Should  the  report  of  the  railroad  manager,  whom  the  bankers  have  sent  ta 
Nicaragua,  turn  out  to  be  favorable  so  as  to  cause  the  bankers  to  exercise  their 
option,  there  will  be  another  million  dollars  available  for  the  payment  of  debts. 
These  sums  would  put  Nicaragua  entirely  out  of  debt  to  the  American  bankers. 
Moreover,  the  only  charge  thereafter  on  the  revenues  would  be  the  amount  of 
the  annual  service  beginning  January  1.  1913,  on  account  of  the  foreign  debt, 
being  the  reduced  sum  of  about  $375,000  per  annum.  The  order  and  system 
which  have  been  put  into  effect  in  connection  with  the  customs  should  enable 
Nicaragua  to  increase  its  revenue  derived  from  this  source;  the  currency  will 
by  the  end  of  the  year  have  been  put  on  a  gold  basis,  and  altogether  the  pros- 
pects will  then  look  bright,  even  though  now  and  during  the  next  few  months 
to  come  the  Government  will  no  doubt  have  to  face  some  difficulties. 

The  bankers  tell  me  that  when  this  has  been  done,  and  when  the  report  of 
the  manager,  whom  they  have  sent  to  Nicaragua  to  operate  the  railroad  and 
to  report  to  them  concerning  its  value,  has  been  received,  they  will  occupy 
themselves  with  the  option  without  delay  to  the  best  of  their  ability.  Of  course 
they  can  reach  no  decision  regarding  the  railroad  until  the  report  of  the  new 
railroad  manager  is  received  by  them. 

On  the  basis  that  the  revenues  for  the  year  will  be  $900,000  gold,  you  will  see 
that  $430,000  must  first  be  kept  by  the  bankers  under  the  original  agreement 
in  conection  with  the  foreign  debt.  Of  course,  as  soon  as  the  settlement  with 
the  council  of  foreign  bondholders  has  taken  place,  this  reserve  will  be  free, 
but  at  the  present  time  at  least  the  bankers  can  do  nothing  with  this  money 
except  hold  it  in  accordance  with  the  agreement.  This  amount,  deducted  from 
^900,000,  would  leave  about  $470,000  to  be  accounted  for.  Assuming  the  cost 
of  collection  to  be  $45,000,  the  balance  would  be  reduced  to  $425,000.  This 
would  be  practically  at  the  rate  of  $35,000  per  month,  but,  since  the  revenues 
are  very  good  at  the  present  time,  let  us  say  $40,000  per  month.  You  will  recall 
that  the  bankers  are  now  paying  you  at  the  rate  of  $30,000  per  month  for 
running  expenses,  in  addition  to  which  they  have  recently  consented  to  the  pay- 
ment out  of  customs  revenues  of  about  $3,750  per  month  additonal,  for  the 
Mixed  Claims  Commissions'  expenses,  so  that  you  will  see  the  amount  of  money 
which  the  bankers  are  receiving  out  of  the  revenues  on  account  of  interest  due 
them  on  their  advances  is,  after  all,  a  pretty  small  sum  of  money.  I  mention 
this  because  perhaps,  by  reason  of  your  dealings  heretofore  with  foreign 
bankers,  you  may  be  under  the  impression  that  the  New  York  bankers  are 
working  solely  in  their  own  interests,  and  not  for  Nicaragua.  I  have  now  had 
many  dealings  with  Messrs.  Brown  Bros.  &  Co.  and  J.  &  W.  Seligman  &  Co. 
and  have  found  them  very  zealous  and  fair  on  behalf  of  the  interests  of  Nic- 
aragua. Their  only  chance  of  profit,  as  you  know,  lies  in  the  exercise  of  certain 
options  which  may  or  may  not  ultimtely  prove  of  value.  They  have  evidenced 
their  desire  to  be  helpful  by  first  increasing  the  gold  reserve  by  $500,000,  then 
by  Bdvancing  for  expense!  $30,000  per  month  for  a  definite  period  of  time,  and 
now  by  their  willingness  to  allow  a  draft  for  the  whole  amount  of  these  ad- 
vances at  once,  and,  finally  by  letting  the  customs  assume  the  payment  of  the 
expenses  of  the  Mixed  Claims  Commission. 

I  earnestly  hope  you  will  be  able  so  to  make  your  financial  arrangements  that 
you  will  not  have  to  hypothecate  other  revenues,  because  I  feel  reasonably 
certain  that  you  are  at  this  moment  passing  through  the  worst  period  of  your 
money  stringency,  and  that  within  six  months,  probably  even  within  less  time, 
you  will  begin  to  see  the  benefits  of  the  long  period  of  self-denial. 

If  the  United  States  Senate  should  ultimately  reject  the  treaty,  undoubtedly 
it  will  work  some  hardship  to  you,  since  it  will  not  be  possible  to  negotiate  a 
loan  without  a  treaty  upon  the  favorable  terms  which  have  been  offered  by  the 
bankers.  Nevertheless,  the  Republic  would  reap  the  great  benefit  of  the  course 
which  she  has  been  pursuing  in  having  her  customs  collected  as  at  present,  and 
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\J9,^  with  the  excellent  showing  which  this  has  made  possible,  a  nontreaty  bond 
could  undoubtedly,  in  my  opinion,  be  negotiated  upon  advantageous  terms.  I 
r^  1^^  believe  it  would  be  possible  to  negotiate  a  nontreaty  loan  after  the  collector 
'  general  of  customs  has  been  in  office  for  a  full  12  months.  I  am  not  sure,  how- 
ever, that  it  would  be  well  at  the  beginning  to  have  such  a  loan  as  large  as 
$15,000,000;  but  it  could  readily  be  made  large  enough  to  take  care  of  Nica- 
ragua's reasonable  necessities  for  a  number  of  years.  Provision  could  also  be 
made  in  the  contracts  for  the  issue  of  additional  bonds  from  time  to  time  as  the 
demand  for  the  money  arose  and  the  financial  condition  of  the  country  should 
warrant. 

Of  course,  this  is  merely  an  opinion  on  my  part.    I  have  not  thought  it  prudent 
at  the  present  time  to  discuss  this  matter  seriously  with  the  bankers. 
With  assurances  of  my  highest  personal  esteem,  I  am. 
Yours,  very  truly, 

Ebnest  H.  Wands. 
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